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THE PLACE OF ECONOMICS AND ALLIED SUBJECTS 
IN THE CURRICULUM! 


My predecessor in the office of President of the Society took as the 
subject of his address “‘ The Teaching of Economics in Schools and Univer- 
ities.” If his successor in office had been another teacher of economics, 
no apology would have been needed if he had chosen to follow in Professor 
Robbins’ footsteps and had resumed the discussion of the same subject; for 
it may be said to be among the unsettled questions of political economy. 
Did not Professor Robbins, when concluding his address, say that these 
matters are “‘ very controversial”? But I have never taught economics 
toanyone. My subject is the place in the curriculum of economics and 
alied subjects, and by the latter I mean in particular the other special 
social sciences. I shall say more about schools than about universities; 
in the latter these subjects are firmly established, whereas in the former 
the teaching of them is at an experimental stage. 


I 


Beginning with schools, I propose first to take note of such evidence as 
throws light on the extent of the formal study of the social sciences. The 
most illuminating evidence is derived from the number of entries for the 
General Certificate of Education, though, as will presently appear, not all 
entries are made by candidates from schools. The subjects for which 
candidates may enter are grouped under broad headings, of which three 
fall within the social sciences: Economics (including Economic and Public 
Affairs); English Economic History (including Economic Structure of 
England and Industrial History); and British Constitution. It is also 
possible to offer Commercial Subjects, but only at Ordinary level; since 
under this heading come book-keeping, shorthand and typewriting, the 
subjects there classed do not call for attention in the present context. The 
number of entries from 1952 to 1956 for each of these three subjects, at 


1 Presidential address delivered to the annual meeting of the Royal Economic Society on 
July 17, 1958. 

* Lionel Robbins, ‘‘ The Teaching of Economics in Schools and Universities,” Economic 
Journat, Vol. LXV, 1955, p. 593. 
No. 271.—vOL, LXvItt. FF 
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Ordinary and Advanced levels, is set out in Table I; the figures for 195) 
when the new system began, are omitted because they were not presented 
in a manner which makes it possible to compare them with those for 1959 
and later years. From 1952 to 1954 there were eight examining authorities, 
and in 1955 and 1956 there were nine. The number of authorities which 
included papers in these subjects is given in brackets after the figures for 
entry. The number of entries, it may be added, exceeds the number of 
candidates, because most candidates make more than one entry; in 1956 
there were in all 1,219,634 entries and 281,728 candidates, 





TABLE I 
Entries for the General Certificate of Education 




















Ordinary level. Advanced level. 

Year. | English | British | English British 
| Economics. | Economic | Con- Economics. | Economic Con- 
| History. | stitution. History. | stitution. 

Summer 1952 | 1,838 (6) | 933 (3) | 311 (2) | 1,394 (8) | 597 (3) | 465 (1) 

» 1953 | 2,100 (6) | 1,354(1) | 384(2) | 1,563(8) | 745 (2) | 593 (1) 

» 1954 | 2,338 (6) | 1,509(2) | 444(2) | 1,874(8) | 799(2) | 6702) 

a 1955 2,842 (6) | 2,104 (4) | 665 (2) | 2,129 (9) | 996 (2) | 848 (3) 

de 1956 2,825 (7) | 2,352 (5) | 640(4) | 2,653 (9) | 1,195 (4) | 1,117 (3) 

' | 





How are we to interpret these figures? There are well over half a million | 
young people in each of the annual age groups whence candidates are | 
drawn; hence it follows that these subjects are studied only by a tiny 
fraction of these young people. But this is merely a reflection of the fact | 


that among them full-time study of any subject is confined to a very small In 


section. It might seem illuminating to relate the entries for these subjects 
to all entries at the corresponding level; thus in 1956 entries for Economics 
formed 0:26% of all entries at Ordinary level and 1-7°% at Advanced level. 
But this is misleading unless account is taken of the fact that entries at 
Ordinary level for English Language, the most popular subject at that level, 
formed only 15% of all Ordinary level entries, and that entries at Advanced 
level for Physics, the most popular subject at that level, formed only 14% 
of all Advanced level entries. Perhaps the most informative way of assessing 
the place held by these subjects in relation to others is to set out the entries 
for them alongside those for some of the other fifty-one subjects which can 
be offered at Ordinary level and some of the other thirty-one subjects which 
can be offered at Advanced level. This has been done in Table II. 

It appears that at Ordinary level, relatively to other subjects, the three 
social science subjects take a very low place; at Advanced level they take 
a considerably higher place. But it must not be assumed that these figures 
represent the relative place of these subjects in schools, because some 
candidates for the Certificate do not come from schools. This fact would 











of wi 
schor 








SEPT, 


951 
nted 
1952 
ities, 
hich 


s for 


1956 





| 





hree 
take 


rures 


ome 











1958] THE PLACE OF ECONOMICS IN THE CURRICULUM 435 


have no bearing on the interpretation of the figures if entries by non- 


;| school candidates were distributed over all subjects in the same proportion 


as by school candidates. But there is evidence that this is not so. The 
ythorities of London University have been good enough to supply me 
yith figures showing that in 1957 there were 10,617 school candidates, 


Taste II 
General Certificate of Education, Summer 1956 





Number of entries. 











Subject. ——————— —— 
| Ordinary level. | Adva Advanced level. 

English Language ‘ . ; “J 162,763 
English Literature . . . .« 112,435 | 15,550 
French . : ; ‘ ‘ ; 100,975 11 304 
Mathematics. . ‘ ; : 117,653 | 18, 508 
Geography : E . ‘ : 88,745 8, 509 
History . , ‘ j ; ‘ 86,549 11 997 
Latin fl . : ‘ ‘ 39,986 6, "483 
General Science . j ‘ ‘ 25,747 
Physics. , ‘ : ” ‘ 39,457 21, 4253 
Chemistry . ; ‘ ‘ ‘ ; 36,390 18, 160 
German . : : ‘ ‘ 7 14,951 3,038 
Economics 9. ssw | 2,825 | 2,653 
Greek ; : ‘ : a 2,380 1,518 
Economic History ‘ ‘ : ai 2,352 | 1,195 
Geology . ; ; ; : | 857 477 
British ( Constitution . x ; | 640 | 1,117 





of whom 442 entered for Economics at the Advanced level, and 9,690 non- 


| school candidates, of whom 1,220 entered for that subject at that level. 


In London, Economics at Ordinary level is also more popular among 
non-school than among school candidates, but to a lesser extent than at 
Advanced level. Though there are reasons for thinking that the London 
experience is not precisely repeated under other authorities, it is clear that 
Economics in schools, especially at Advanced level, does not occupy as high 
aplace in relation to other subjects as the figures in Table II suggest. 

The number of schools submitting candidates for these subjects at the 
G.C.E. provides further evidence of the extent to which they are taught. 
Concerning this there are no published figures; once again I am indebted 
to the University of London for the following information. In London, 
in 1957, 93 out of 687 schools, or less than one in eight, submitted candidates 
for Economics at Ordinary level, and 91 schools out of 525, or less than one 
insix, submitted candidates at Advanced level. ‘Thus only a small propor- 
tion of schools in the London sample teach Economics—the most popular 
ofthe three social science subjects. There is no corresponding information 
fr technical institutes, whence come over half of all non-school candidates 
fr the G.C.E.; but the great majority of them are known to be equipped 
toteach the social sciences, and in this respect they stand in contrast to the 
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schools. This is perhaps the place to say a word about the work of the 
technical institutes and the other Further Educational Establishments as 
they are called in official terminology. They play a very large and impor. 
tant role in the teaching of the social sciences; they offer courses for those 
who have in view professional examinations, National Certificates jp 
Commerce or other objectives. Their work is so varied that no description 
of it can be attempted here. Moreover, it falls largely outside the field 
to which I wish to direct attention; I am thinking of the study of the social 
sciences by those who are below the normal age of entry to a university 
and over half the students in all Grant-aided Establishments for Further 
Education (that is over 1 million out of 2 million) were aged twenty-one 
or over in 1956. Arising out of this situation, it is not surprising to find 
that 40% of the candidates for the G.C.E. who come from these sources 
were aged nineteen and over, as against 3% in the case of maintained 
grammar schools. 

I pass now from the extent of the study of these subjects, as measured 
by entries for the G.C.E., to the nature of the syllabuses as laid down by 
the various authorities. On this point I can be very brief. A study of the 
syllabuses for those papers, classed under the heading of Economics at 
Ordinary level, is a bewildering experience. The Cambridge authority 
calls the subject Economic and Public Affairs; there are various options, 
among them Structure and Working of British Government and World 
Affairs since 1919. The other authorities all call the subject Economics, 
but the divergences between the syllabuses are very large. The Oxford 
authority sets a paper in two sections, one called The National Income and 
the Balance of Payments and the other Economic Development in Britain 
since 1919. The Durham authority and the Joint Matriculation Board, 
the former setting two papers, give a considerable place to economic theory; 
the London and Welsh authorities provide syllabuses which are largely 
descriptive. At Advanced level the syllabuses are not quite as divergent, 
though the amount of attention given to economic theory and to descriptive 
economics differs greatly in depth and breadth. Of the other two social- 
science subjects it is enough to say that differences between the authorities 
are found, not only in the content of their syllabuses, but also in their 
attitude to these subjects; some authorities omit them altogether; some 
find a place for them under another heading, and others again give them 
a place of their own. 

This is a very brief and compressed summary of the place now occupied 
by social science subjects in the curriculum of the grammar schools. But 
out of what has been said the following picture emerges. So far as the 
number of entries is evidence of the extent of study, the amount of attention 
given to these subjects is small in relation to that given to other subjects. 
So far as the number of schools submitting candidates is evidence of the 
extent of facilities for teaching these subjects, the proportion of schools 
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which possess these facilities is inconsiderable. The facts relating to the 
wmber of examining authorities setting papers in these subjects show that 
hey are in doubt whether these subjects should occupy a place in their 
hemes of examinations. The extraordinary diversity between the 
yllabuses in all subjects indicates that among those who compose them 
there is no consensus of opinion concerning their proper content. 

It is clear that the place of the social sciences in the school curriculum 
jan unsolved problem. ‘These subjects have been introduced into the 
curriculum only in recent years, and when a new subject is introduced, 
ime is needed before it assumes a satisfactory place and shape. But as 
yet, in regard to the social sciences, things show no signs of moving in that 
direction; indeed, there are some who hold that these studies are not 
uited for schools. ‘This is not a satisfactory state of affairs, and there will 
be no improvement unless all those concerned take an active interest in 
the problem. Those concerned are the teachers of the subjects in schools, 
the Institutes of Education, the Ministry of Education and especially those 
who teach the subject in universities. The latter, in the present case, are 
the economists; most of the teaching of the social sciences in schools now 
passes under the head of Economics; moreover, Economics is the oldest 
and most firmly established among the social sciences, and therefore econo- 
mists are in a position to exercise powerful influence over the whole field 
which is under discussion. It is hardly necessary to say that, of those 
concerned, the teachers in schools give much thought to the problem, but 
they are left isolated and without help from the others who should be 
concerned. 

In this respect the position of social science teachers in schools stands in 
sharp contrast to the position of teachers of other school subjects. Let 
me illustrate what I mean. In 1956 the Ministry of Education organised 
tighty-five short courses (so-called refresher courses) for serving teachers, 
but among them no course for teachers in Economics though the teachers 
have asked for this assistance.!_ The Economics Association, a body which 
these teachers have formed, has had to organise refresher courses for its 
members, who must pay their expenses if they attend, whereas teachers 
in other subjects attending officially organised refresher courses can claim 
their expenses from the local authorities. Institutes of Education organise 
courses for teachers in many subjects, but never, so far as I have been able 
toascertain, in Economics. Again Institutes of Education include on their 
stafls members who take a special interest in the teaching problems of 
particular subjects, but never, so far as I know, in the teaching of the social 
siences. Through bodies such as the Geographical Association, the 
Mathematical Association, the Historical Association, the Classical Association 


' Courses for teachers of Commerce are sometimes provided and include general topics, such as 
wage policy, which are of interest to teachers of Economics; but they do not touch the problem of 
teaching Economics in schools. 
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and others, membership of which is open to all teachers of the subject 
wherever they serve, close and continuous association is maintained betwee, 
the schools and the universities. These bodies publish periodicals, such 
as The Mathematical Gazette, Geography and The School Science Review, which 
are largely devoted to teaching problems in schools; they also publish 
special reports on particular problems; the Mathematical Association 
published the thirty-eighth report of this kind in 1955. Conferences ar 
held open to all teachers, two a year by the Geographical Association! 
There is no similar contact through such means between teachers of Econo. 
mics in schools and universities. Membership of the Economics Association 
** is open to all who are interested in the teaching of social studies in schools 
and in further education,” but apart from the holding of honorary Offices, 
university teachers do not join.* 


II 


As I have indicated, I propose to devote most of what I have to say to 
the place of the social sciences in the school curriculum, and I shall do so 
in the hope of enlisting the help of economists in finding a way to a better 
state of affairs. The first question is whether the social sciences should 
find any place in the school curriculum. I am addressing an audience of 
which the members are or have been connected with universities, and 
there is matter arising out of the attitude of the universities to the school 
curriculum as a whole about which I may first say a word. The situation 
under which the schools go about their business is as follows. At about 
the age of fifteen four out of five pupils leave and cease full-time education; 
at the age of seventeen only one in eleven, and at the age of eighteen only 
one in thirty, is still at school, The schools must keep these facts about 
age of leaving in the forefront and must do what is possible to provide the 
leavers with a rounded education at whatever age they depart. The 
universities are directly interested only in those pupils who will become 
candidates for university entrance, and are troubled because candidates 
often exhibit inadequate capacity for clear thought and expression. This 
creates sympathy with the proposal that more school time shouid be devoted 
to basic drill and that, in order to find time, such subjects as social studies 
should be excluded from the curriculum. But if social studies ought to 
find a place in the curriculum of those who will not seek to enter a university, 
a matter still to be discussed, there is a conflict between what the schools 
must do and what those who favour this proposal would like them to do; 
this is so because it is not possible to identify university candidates in 

1 An inspection of the syllabuses for other subjects reveals no such diversity as that which 
characterises the syllabuses for social science subjects. Thus there is evidence of a consensus of 
opinion concerning the most suitable way of teaching other subjects which may be attributed to the 


attention devoted to teaching problems in schools by the bodies mentioned above. 
2 Membership of the Association of Teachers in Economics is open only to university teachers. 





pot 


80 
kn 
his 





(SEPT. 


bject: 
tween 

such 
which 
iblish 
ation 
S are 
tion,! 
cOno- 
ation 
hools 


Tices, 


ay to 
10 so 
etter 
ould 
ce of 
and 
hool 
ition 
bout 
ion; 
only 
bout 
- the 
The 
ome 
ates 
his 
ted 

dlies 

t to 

ity. 

ools 

do; 


; in 


hich 
1s of 
) the 











1958] THE PLACE OF ECONOMICS IN THE CURRICULUM 439 


advance, and therefore to isolate and treat them separately. Does this 
mean that the interests of the best equipped of the school population, the 
potential university candidates, may have to be sacrificed to those of the 
less well equipped—in fact, to those of the great majority? I do not think 
so, because I believe that proposals of this nature are fundamentally mis- 
conceived. The subjects attractive to pupils, and one of the reasons 
advanced for the exclusion of social studies is their attraction, are those 
likely to stimulate thought and expression. More generally, barrack- 
square drill and field manceuvres should go hand in hand; otherwise the 
barrack-square product is likely to be of very limited use when the engage- 
ment begins. Dropping metaphors, is not the aim unobtainable in this 
way? I recall an odd case which came to my notice many years ago. A 
man was a candidate for a number of subjects in an examination; he passed 
in proficiency as a teacher, but failed in all the subjects which he proposed 
to teach. This strange and, it would be thought, impossible product of 
the educational system bears some resemblance to the type of candidate 
for university entrance whom certain university teachers would apparently 
welcome, the candidate who has somehow acquired proficiency in thinking 
and communicating, but has had little of interest to think about or express. 

From this it follows that social studies need not be excluded from the 
school curriculum because their inclusion conflicts with the broad educa- 
tional needs of any section of the school population. It even gives some 
support for their inclusion if it is true that social studies attract pupils, since, 
unless there are reasons to the contrary, subjects that interest pupils should 
have preference. But this is to anticipate. If we step back from the 
present scene and think of earlier ages when there were no schools and the 
young picked up such knowledge as they acquired, it was about the social 
world in which they lived that they picked up most. Men must 
always learn something about the social world, because in order to get on 
at all, they must be able to comport themselves in it. When in very recent 
times school education began, it was obvious that, if the history of the 
social world is important, the young must be taught about it; it is not 
knowledge of the kind which is picked up. But to the young at least 
history has little bearing on the social world which they experience; never- 
theless, so deep-seated is the belief that enough knowledge of social institutions 
can be picked up, even to-day when their complexity is bewildering, that 
itdoes not occur to us to ask if there may not be a gap in the curriculum. 

If we turn to the secondary modern schools for a moment we find 
something of interest in the present context. In these schools there is 
social study on a wide scale, though of the most simple kind. It takes the 
shape of selecting topics as the inclination of the pupils and the local 
surroundings may suggest; among the topics may be transport, food supply, 
housing, local government and so on. Some knowledge is gained; that 
there are problems becomes clear, and thought about them is encouraged. 
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That the ends of general education are promoted by such studies there 
seems to be no doubt at all. Evidence relating to leavers from secondary 
modern schools who continue their studies and have opportunities to take 
social subjects in such institutions as the Bournville Day Continuation 
College and the Ipswich School of Commerce and Social Studies points 
in the same direction. If such pupils are in employment the relevance 
of their studies is especially obvious; they are avid to know more about, 
and to understand better, the world into which they have been launched, 
They acquire some understanding of their place in the world and of their 
relation to their fellows; their faculties are sharpened; they are being 
educated in the wide sense of the word. If compulsory part-time attendance 
came about, social study should have a prominent place in the curriculum; 
if study were continued long enough and it were thought suitable for pupils 
to sit for the G.C.E. at Ordinary level there might well be an increasing 
stream of candidates for social science subjects. This goes to suggest that 
there is an important place in the curriculum of grammar schools for social 
studies.? 

All this is coming about because the needs of four-fifths of the school 
population are being examined afresh and, as it were, on the spot, un- 
trammelled by conventional and traditional ideas as to subjects which it 
is proper to include in the curriculum. When that happens, the value 
of social study becomes very evident. It is time that we loosened our 
minds and considered afresh the needs of the remaining fifth of the school 
population, those who have been selected to enter grammar schools, the 
élite in other words. Social study in these schools is now largely confined 
to history, with some help from geography; no one questions their great 
value, but they can do little to help towards an understanding of the 
immediate social world which presses upon young people and with greater 
insistence as they grow up. About this world they pick up some knowledge 
and a few notions of how it works. Surely there is reason to say that it 
would be advantageous if at Ordinary level there were as many entries for 
social science studies as for history; at present there are over thirty times 
more entries for the former than for the latter. It is studies at Ordinary 
level about which I am now speaking, and they deserve most attention, 
because there are in all seven times as many entries for Ordinary as for 


1 For the Bournville Day Continuation College, where 90% of the pupils had attended secondary 
modern schools, see R. S. Miles, ‘‘Social Studies and the Young Worker,” Journal of Education, 
November 1951, p. 593. For the Ipswich School of Commerce and Social Studies see H. G. Benner, 
** A Successful Educational Experiment,’ Education and Commerce, October 1953, p. 12. In the 
latter there were some 200 full-time and some 250 part-time day-release students who had previously 
attended secondary modern schools. Some of those who continued their education full-time for 
two years sat for G.C.E. papers with success. 

In 1955-56 there were in England and Wales nearly 400,000 day-release students attending 
vocational courses. It would undoubtedly be of great benefit to them if they could combine social 
study with their vocational work. On this subject see M. Strachan Cousins, ‘‘ Social Science and 
Technology,” Fournal of Education, November 1951, p. 594. 
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Advanced level. That there is even this number of entries for social 
gience subjects is surprising and affords evidence of the interest which they 
youse when it is remembered that not all examining authorities include 
them and that only a small minority of schools prepare for them, to which 
may be added the fact there is little support for them from the schools 
which teach them. 

It is in general education that I am interested and not primarily in 
what is called education for citizenship, by which I understand an attempt 
jo produce a better-informed electorate. But let me hasten so say that I 
am old-fashioned; although we watch experiments in parliamentary 
government deriving its authority from an electorate which is mostly 
illiterate and note that they have not yet come to grief, I still believe, to 
yse Mills’ words, that it is “‘ highly desirable ” that voters should be well 
informed about public affairs. ‘Thus education in the social sciences has a 
subsidiary function to perform. Let me also say that I am thinking of 
the study of the social sciences as laid out in a syllabus having all those 
attributes which are necessary when a subject is included in a scheme of 
formal study. ‘Talks about citizenship, and classes devoted to current 
afairs, are excellent features in some schools. The master opens the 
newspaper and says that the Zambesi is in flood and threatens the Kariba 
dam; he asks where the Zambesi is and what the dam is for; all this, admir- 
able in itself, does not begin to be a substitute for the formal studies which 
Iam discussing.* 


Iil 


I have suggested that social science subjects at Ordinary level could 
become a most valuable element in general education if the scheme of 
study were thought out afresh. Mere revision of existing syllabuses would not 
begin to meet the case. The present arrangements should be put out of 
mind, and an approach should be made, free from the attitude to school 
education which university teachers are apt to bring with them, especially 
when, as in the case of economists, they have not previously attended to 
education at this level. University teachers are inclined to think of 
education as a staircase leading to the university, forgetting that at each 
landing a large body of the climbers walk off and climb no farther. Sylla- 
buses are thought of as first steps in the study of a subject, though, for most 
pupils who use them, this is the only step they will take. The existing 
yllabuses in Economics seem designed as introductions te the subject, 
though it is common knowledge that very few pupils indeed will pursue 

1 An interesting innovation has been made by the Joint Matriculation Board. A General Paper, 
intended for sixth-form pupils, is set at ordinary level. It consists of three sections: current affairs 
general science and literature; the first section includes papers on economics and politics. The 
intention is to test general knowledge in much the same manner as in a college entrance examina- 


tion; but this valuable development in no way forms a substitute for, or an alternative to, the 
papers in social science subjects which I am discussing. 
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it—surely a very absurd situation. Again the approach must not be 
down from the university situation, but up from the situation of those aged 
fifteen and sixteen. An example of the result of approach from above js 
the automatic transfer to the school curriculum of the divisions between 
subjects which are appropriate in universities, but may not provide the 
most suitable frames into which to put the social sciences for fifth formers, 
I am not saying that the social sciences should not be taught under the 
headings of Economics, Economic History and British Constitution; by 
I do say that it should not be taken for granted that this is the most suitable 
arrangement. 

No scheme worth serious attention could emerge except as the result 
of the combined labours of those with the necessary knowledge and ex. 
perience; therefore you would not welcome definite proposals if I had 
any to put before you. But I will venture on one or two observations, 
While under any rearrangement subjects must not become too general 
and therefore amorphous, because they would not then possess those 
characteristics which are essential for serious study, it might be possible 
to pay considerable attention to the broad aspects of the contemporary 
social world, beginning with population, its geographical, industrial and 
occupational distribution, which are fundamental to the whole social 
scene. Again it should be a moving and not a static picture; economic 
history could be linked closely with the position to-day, and so provide 
this dynamic element. Lastly, economic organisations and their functions 
must form the core of these studies; they are close to the experience ani 
observation of pupils of this age. Most of them are soon to enter employ- 
ment, and the nature of the employment of their parents is a matter which 
governs their lives. It follows that the teachers should be graduates in 
economics whose university course of study has included, as in my opinion 
all such courses should do, subjects allied to economics. 

This brings me to the teaching problem which any proposal such as 
I am making creates for the schools. It is one of the less-admirable features 
of the activities of the organisations mentioned earlier that they function 
as pressure groups—pressing for more time to be given to the fields of study 
in which they are interested. The difficulties of arranging the school time- 
table are well known; there are grammar schools which find a working 
week of five days not long enough to incorporate all that must be taught, 
and therefore arrange their programme on a six-day basis, beginning on 
Monday in the first week, on Tuesday in the second and so on. But my 
proposal differs from those usually advanced in that it is a plea for more 
time for general education, whereas pressure is usually for extra time to be 


1 On this subject see V. K. Wright, ‘‘ Social Studies in the Class-Room,” Journal of Education, 
November 1950, p. 600; W. A. C. Stewart, “‘ Social Studies,” Journal of Education, December 1950, 
p. 657; and Shirley C. Gordon, “Social Studies in Education,’ Educational Review, November 
1954, p. 43. 
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given to subjects of less wide and general importance. I can illustrate 
how I see the situation. When I ask those who have left grammar schools 
without attempting to acquire qualifications for university entrance what 
subjects they have studied, I come usually to the conclusion that, if for one 
of these subjects they had substituted social study, assuming that the thorough 
revision of the treatment of this field, which I believe necessary, had taken 
place, they would have lost nothing of special value to them in relation to 
their present employment and would have gained in general education.? 
Thus what I should like to see would not make the time-table more heavy. 
Admittedly there remains the problem of teachers, and since the teaching 
strength of a school is in proportion to the number of pupils, my proposal 
implies the allotment of more of the teaching complement to the social 
sciences. 

I come now to the teaching of the social sciences at Advanced level. 
There is no doubt that the division into subjects which is customary in 
universities is appropriate here. About British Constitution and Economic 
History I do not propose to say anything; in regard to them there may be 
certain problems of syllabus revision, but there is not any question of their 
suitability as subjects for the sixth form. Doubts have, however, been 
expressed about the suitability of Economics as a subject at Advanced level. 
Some reasons for doubt, such as that Economics is unsuitable because 
it is controversial, do not deserve serious attention; others are raised by 
real difficulties. Nine years ago I signed a report which emphasised that 
economic analysis involves a large degree of abstraction from everyday 
aflairs and that there is no time to carry it forward to a point where it 
becomes a useful tool.2 Others have framed somewhat similar doubts in 
diferent terms. Professor Robbins has said that “no simple proposition 
in economics is likely to be true, unless it is understood as being subject 
toa whole complex of assumption not likely to be read in to it, save by 
those who have a sufficient knowledge both of the system of propositions 
asa whole and of the world of reality to which they have reference.” ® 
These real difficulties may be summed up under two heads, those arising 
from the need to simplify and those inherent in the fact that school pupils 
have an incomplete grasp of the world of reality. But these difficulties are 
encountered in the teaching of other subjects in schools. When my old 
subject, Biology, is taught, simple statements about the nature of living 
matter must be made, but they are subject to a whole series of qualifications. 
History is taught in primary schools to pupils whose outlook is childish. 
In these and other subjects difficulties of this nature have been faced and 


1 If, as might well be the case, pupils, aiming at qualifications for university entrance, found 
substitution difficult, this would imply that general education and university requirements are not 
easily combined. 

* Report of a Special Committee on Education for Commerce, 1949, p. 29. 
® Lionel Robbins, Joc. cit., p. 580. 
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overcome. Economics is a relatively new subject in schools; we are at a 
stage when the difficulties have become apparent, and concern is caused 
because the subject is now sometimes taught at Advanced level without 
due regard to them. But the difficulties have not yet been faced; that will 
happen only when university teachers of Economics have made contact with 
school-teachers and have become familiar with problems of school-teaching 
and with the manner in which difficulties are overcome in other subjects, 

It may be added that the syllabus in Economics at Advanced levels 
should be designed not only for the benefit of those who will study the 
subject at a university but also with regard for the needs of those who will 
not go to a university, and of those who will do so but will not take economics 
when they get there. University teachers of some subjects, Economics 
among them, may prefer that their students should begin serious study of 
these subjects when they get to the university. If the reason for this 
preference is that their students should have a wide education at school, 
well and good, so long as other pupils are not deprived of the chance to 
take up these subjects at school.!_ Concerning the benefits of a wider 
dissemination, to use Professor Robbins’ words, of an “ understanding of 
the great elementary platitudes of the subject—supply and demand theory 
rather than what may be called the metaphysics of value—combined with 
descriptions of the real world which permit exercises in the applications 
of these platitudes,” there can be no doubt;? this wider understanding 
would be promoted if sixth formers who are not going to pursue the subject 
were enabled and encouraged to study it at Advanced level. 

Before passing from schools to universities I owe you some apology for 
dwelling so long on topics which are remote from the interests of economists, 
But these topics are not remote from their responsibilities. As I have said, 
the examining authorities are uncertain whether to find a place for social- 
science subjects, and the school authorities are uncertain whether to teach 
them. Added to this, the teachers in schools are frustrated and lack help, 
while graduates in Economics think twice before they take up teaching. 
Economists have not sought these responsibilities, and may not realise that 
they rest upon them; but that they have these responsibilities is one of the 
facts of life in this country at the present time and it is urgent that they 
should exercise them.* 

1 If the reason for this preference is the belief that school pupils do not benefit from studying 
these subjects, then, in regard to Economics, it is interesting to note that of the twelve graduates of 
the London School of Economics who specialised in Economics and gained first-class honours from 
1952 to 1957, eight had taken an examination in Economics when at school, and that of the seventy- 
four who gained upper second-class honours fifty-three had also done so. These facts suggest that 
the belief may not be well founded. 

? Lionel Robbins, loc. cit., p. 586. 

3 As I have explained, it is not possible to deal in this address with the place of Economics in the 
work of the Establishments for Further Education. But I may call attention to this problem and 


of the need to examine it. See E. Davison, J: L. G. Ciano and N. Skene-Smith, ‘‘ Economics in 
Professional Studies,’ Education and Commerce, January 1958, p. 8. 
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IV 


The day has long passed when there was need to present a case for the 
tudy of Economics in universities. Degree courses in economics are 
firmly established, but there is some doubt about the nature of these 
courses! There are degree courses of which the aim is the acquisition 
of professional competence; courses in medicine and dentistry are examples. 
The length of the course is determined by the time needed to acquire 
gecialised practical capacity in a defined sphere of action; the degree is 
evidence that its holder possesses this capacity; thus the degree is in effect 
acertificate of competence. It is of interest to note that the great majority 
of those who enter upon professional courses succeed in getting a degree ; 
this means that the average student leaves the university with a certificate 
of competence. He becomes a professional man, and a professional man 
isa person to whom a client or an employer, after deciding that something 
shall be done, say to buy a property, hands over the task of getting it done, 
in this case to a lawyer who prepares the legal documents. The task of 
getting it done lies wholly outside the competence of the employer or client, 
who would never dream of undertaking it himself. If this is a correct 
description of professional functions, an economist is not a professional man, 
and a degree in Economics is not a professional degree. It has been 
suggested that an employer can reasonably expect a man with a degree in 
Economics to possess ability to do certain things not expected of holders 
of other degrees—to handle economic statistics has been given as an 
intance—and that this places this degree among professional degrees. 
But this is not a sufficient reason for so classifying a degree in Economics. 
The reasonable expectation of an employer of a graduate in French that the 
employee can speak that language does not mean that a degree in French 
is a professional degree. 

A degree in Economics therefore belongs to the class of non-professional 
degrees. And what is the object of non-professional degree courses, almost 
all of which are now honours courses? There is no doubt as to whom they 
are best suited; they are best suited for those who will be life-long students 
or exponents of a subject. Nowadays for most people the most hopeful 
way of becoming a life-long student of a subject is to get on to the staff of a 
university, and members of university staffs have as their ambition to attain 
the rank, or at least the status, of a professor. So professorial is not an 
unsuitable name for non-professional courses. 

It is a fact that only a small minority of students are potential professors; 
this does not mean that most students have not got capacities which enable 
them to fill posts of an importance equal to, or greater than, that which 


1In the session 1955-56, out of 10,731 honours degrees awarded in British universities, 549 
were in Economics. In the same session, out of 12,668 full-time advanced students, 234 were 


working in the field of Economics. 
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attaches toachair. But it does mean that most students following professoriaj 
courses are not getting instruction well designed to meet their needs; the 
system so works that most of such students leave the university classified a 
having fallen short of attaining professorial standard by a measured dj. 
tance; it would not be a complete caricature of what goes on in the nop. 
professional subjects in universities to say that the average student leave 
labelled as failed professor, whereas from the professional departments the 
average student goes out with a certificate of competence, the possession 
of which seems justified by experience, since we are not aware of scandals 
on a large scale caused by lack of professional competence. 

From this it follows that the teaching of non-professional subjects needs 
attention. Here we are concerned only with Economics. I incline to 
the view that two separate courses are needed, one a general course for the 
ordinary student, and one a special course for those who show promise as 
scholars, each designed with regard to aptitude, interests and probable 
future careers—especially to the latter—of the students concerned. The 
ordinary student will never return to the university after graduation and 
will maintain no more than social contact with it. So habituated are 
university teachers nowadays to thinking of degree courses in relation to 
the needs of the scholar that a true wrench of the mind is required in order 
to construct a course suitable for the student whose future will be in affairs, 
It is in fact far more difficult to design a general than a special course, and 
we know that to do the latter is not easy. But it is urgent that the attempt 
should be made. The length of a general course is determined by practical 
considerations, among which the chief is that, unless good caus~- is shown, 
public money will not be available to maintain students at universities for 
more than the conventional limit of three years; and since in the case of 
a student following a general course there is no argument derived from 
the need to attain a measurable standard of practical competence, there 
is no good cause for prolonging the course beyond this limit. 

It is also true in regard to a special degree of the non-professional kind 
that there is no case for prolongation beyond the conventional limit on the 
grounds of the need to attain professional competence because that is not 
the aim. The aim is scholarship, and the question is the time needed to 
reach a stage in the approach to a subject which it is proper to recognise 
publicly as a first step towards this goal. Practical considerations limit 
the choice to three or four years. I have no doubt at all that the latter 
should be the length of a special course; manifestly the advance which can 
be made in three years is not enough to justify public recognition. But! 
am doubtful about the timing of the examination; examinations cast 
shadows before them within the outlines of which students confine their 
perambulations and thus live in an atmosphere lacking the warmth which 
encourages growth. I am interested in the arrangement for special degree 
courses in certain natural sciences, where the student takes the main 
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examination at the end of his third year and spends his fourth year on some 
special piece of work and on further general study not regulated by syllabus; 
fr performance in the last year credit is given and taken into account when 
qwarding the degree. Perhaps a similar arrangement might be considered 
for Economics. 


Vv 


It remains to say something about the place of allied subjects in a degree 
course in Economics. The case for their inclusion has been put so clearly 
by Professor Robbins that I need say no more than that I agree with all 
he has said about the need for a balanced approach to the study of society. 
But it is not easy to achieve what it is sought to accomplish. To attain 
abalanced view of society it is not enough that a student should make some 
study of allied disciplines; he must be able to relate them to his main subject. 
But the student seldom succeeds in this, and only too often regards the 
study of allied subjects as a tiresome imposition which diverts him from 
his chief interest. A similar difficulty is found when two or more social 
yubjects are given equal prominence; the student does not see their bearings 
one upon the other.* 

I was brought up in the field of the natural sciences, where similar 
difficulties are not found. The student of Biology who is required to study 
Chemistry and Physics does not think that he is being called away from 
his main task; he sees the relevance of these subjects to his own. To him 
the world of science is one world. In that world specialisation does not 
lead to separatism. Since the days when I studied Zoology specialisation 
has gone rapidly ahead, and we have Genetics, Ecology, Animal Behaviour 
and so on. But the contacts with other specialisms, Cell Morphology, 
Physiology, Biochemistry, Neurology and so forth, are closer than before. 
Therefore separatism need not follow specialisation, but in social studies 
it does so. In consequence, we hear of the need for inter-disciplinary 
studies and so-called cross fertilisation; in natural science these things 
happen of themselves. I have listened to many ingenious proposals for 
including different lines of social study within one curriculum, and have 
been left with the feeling, to use the terminology of chemistry, that the 
result would be a mixture and not a compound. 

The reason for disappointment with the results of introducing allied 
subjects into an Economics degree is that the social world is not readily 
seen as one world—a world in which the facts are unlike those of the world 
of natural science and in consequence require appropriate methods of 
investigation. It is the world of natural science with which men are in a 
general way now most familiar. That world needs no introduction; the 
student is at home in it straight away. But there does seem to be need for 


1 See Max Beloff, The Tasks of Government, 1958, p. 7. 











448 THE ECONOMIC JOURNAL [SEPT. 195g} 


some introduction to the study of the social world; not an introduction 
which includes problems, such as prediction in the social sciences, which 
might do more to bewilder than enlighten the student at this stage; by 
an introduction which would explain and define the limits of the social 
world, present it as a unity, deal with the various ways of investigating jt 
and show why any one mode of social study, pursued without attention to 
others, must be lopsided. If this sounds like the intrusion of sociology and 
causes alarm, I may perhaps calm your fears by saying that, if this js 
sociology, it is not that kind of sociology which aims at transcendence over 
the special social sciences; its aim would be the contrary, namely to examine 
whence they set out and not where they have got to. This might help 
students to see how the so-called subjects are in fact related. 

In conclusion, may I add this. My predecessor was no doubt right 
when he said that the proper business of economists is to get on with 
Economics. But there are occasions when it is appropriate to turn aside; 
he found one such occasion, and I hope that I have found another. Perhaps 
it would not be inappropriate if economists, and those engaged in other 
special social studies, occasionally took time off to have a look at the prob. 
lems of social study as a whole; for unless the exponents of the special social 
sciences exhibit more interest than they now manifest in these broad 
problems, it is not likely that young students, left to themselves, will discover 
the links binding together the subjects which are presented to them as allied, 

A. CARR-SAUNDERS 
London. 
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INFLATION AND THE BRITISH ECONOMY? 


WuEN I caused myself to be billed to talk on the subject of Inflation and 
the British Economy, I had not, as so often happens, given much thought to 
the precise interpretation which I should accord to so wide a theme. On 
reflection, it seems to me that I should not be wise to talk primarily of the 
forces which have produced inflation in this economy in the recent past, 
till less of the measures which might be taken to stop it. These, it seems 
tome, are industries in which, as in a number of others at present, there is 
aconsiderable danger of redundancy, and though I must confess to having 
been employed in them, it seems prudent for the present purpose to move 
wer to a somewhat different, though related trade. I propose, therefore, 
toexamine some leading aspects of the way in which the British economy 
has worked in the last ten years of peace-time inflation. This will involve 
sme comparisons with the way in which it worked in the decidedly non- 
inflationary period of the 1930s. I must say, also, before going farther, that 
there are some very important aspects of the economy’s working in these 
years which I propose to exclude from my survey. In particular, the whole 
of the external trading and payments position of the British Economy has 
been so much discussed of late that I see the shadow of redundancy there 
too, and I am very happy to leave it alone. 

When we think of the last ten years, or of the whole period since the 
War, the most striking feature which marks it off from any previous period 
inthe experience of this economy (apart from the continuous price-inflation 
which has gone on) is, of course, the astonishing absence of unemployment. 
We have enjoyed this absence long enough now for it to be perhaps worth 
reminding ourselves that it is, indeed, astonishing in the light of previous 
history, and of inter-war history in particular. We have had a decade (not 
to go back to the War and immediate post-war years) with an average 
unemployment rate of about 14%, as against an average which, if measured 
on our present statistical basis, would probably have been about 11% (and 
never substantially less than 8) in the whole period between the two World 
Wars. We have surpassed in this respect the hopes which Lord Beveridge 
set out in 1944 in his book Full Employment in a Free Society—hopes which 
many other economists at the time regarded as over-sanguine. It is perhaps 
worth looking a little more closely at the relation between these aspirations, 
based upon inter-war experience, and what has happened since. 

Lord Beveridge quoted Mr. Saunders’ estimate that the average rate of 
unemployment due to seasonal variation in activity alone had, in the inter- 
war years, amounted to 2% of the insured population, but hoped that, under 
' Presidential Address delivered to Section F of the British Association, at Glasgow on August 
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pressure, this might be reduced to 1%. To this he added a further 1% fy 
“ structural ” unemployment connected inevitably with qualitative chang, 
in the demand for labour in the course of technological and econom 
progress. To this, again, he added another 1% as an allowance for thoy 
fluctuations in export demand for which it would not be practicable ty 
compensate by manipulating the level of internal effective demand in th 
country. This gave him his target level of 3°,—about twice the rate of 
unemployment which we have actually experienced in the last ten yean, 

It may be claimed that the Beveridge estimate, and its generally le 
optimistic rivals, were based upon the tacit assumption that the demand for 
and supply of labour were to be in equilibrium in the sense that the total 
number of extra workpeople whom unsatisfied employers would like to take 
on should be equal to the number of able and willing people in the economy 
who are out of work—that is to say, that the excess demand for labour in 
the trades where it exists should be equal to the excess supply elsewhere, 
It may be claimed, further, that since the War there has been, not equilib. 
rium in this sense, but a net excess of demand—hence, some people would 
say, our inflation. I may say in passing that I do not subscribe to this last 
deduction; I see no reason to suppose that, with our particular mechanism 
for determining wages, the general level of wages should be stable (still less 
that it should rise at the same rate as labour productivity) when the exces 
demand for labour in some trades or districts equals the excess supply in 
others. Leaving this aside, however, we can note that a very careful estimate 
has been made by Messrs. Dow and Dicks-Mireaux? of the amount of net 
excess demand in the British labour market since the War, which sets the 
average excess over the years 1948-56 at only one-third of 1% of the insured 
population. If this is correct, it is clearly insufficient to explain the gap 
between the Beveridge target level and what has been realised. 

My own suggestion is that the Beveridge target might well have been 
over-optimistic but for one factor which was imperfectly foreseen, and which 
may have played a very important part in realising the still lower level of 
unemployment which we have reached. That factor is a change in the 
attitude of employers, from regarding labour as a commodity always in 
perfectly elastic supply to treating it as something which, if once released, 
may not be easily replaced. In short, it is some degree of labour-hoarding. 
At what level of unemployment it became general we cannot say; that 
critical point no doubt occurred during the War. Nor is it easy to produce 
statistical evidence for its existence, but one can, I think, find one or two 
pointers. 

Before the War employment fell off very promptly and sharply when 
production fell. Between 1929 and 1932, the index of industrial production 
fell by about 15% and total real output by perhaps half as much. At the 


1 Oxford Economic Papers, February 1958. 
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ame time, the number of insured employed fell by 11%. The other 
recorded reduction in labour-power employed—the reduction in average 
hours of work—seems to have amounted to some 3 or 4%. Again, in the 
recession of 1937-38, the index of industrial production fell by about 5%, 
and total real output in the economy by about 3 or 34%. Employment fell 
about 34°% and hours of work by about 2%. In short, before the War, a 
reduction in the demand for labour was met much more by reducing 
numbers in employment than by reducing hours of work. 

Since the War we have had only one genuine recession in production so 
far, that of 1951-52. On that occasion the index of production fell by 3%, 
and total real output by about 1%. Employment seems to have fallen by 
about 1° as well, but hours of work by nearly the same amount. More 
generally, the year-to-year percentage in hours worked in the last decade 
have always, I think, been greater than the corresponding (opposite) 
changes in the unemployment percentage—this has been very clearly true 
inthe last two years. Before the War, changes in hours worked were always 
small in comparison with the corresponding changes in the unemployment 
percentage. 

The greater variation in hours than in numbers employed is, of course, 
natural when there is difficulty in getting more employees and when the 
marginal units of labour are being paid for largely at overtime rates. It 
may be argued that, in so far as it indicates unwillingness to lay employees 
off when they could, for the time being, be dispensed with, it not only 
amounts to a concealment rather than a genuine reduction of unemploy- 
ment, but hinders progress and flexibility by keeping men out of the labour 
market who could be in it. It is hard to pass judgment on this argument. 
The records of the last decade in progressiveness and adaptability will have 
to be looked at later. Meanwhile, two things can be noted. In the first 
place, against the tendency of labour shortage to cause the withholding of 
labour from the market when there is a temporary or local surplus of it we 
have to set the powerful incentive which it provides to the efficient use of 
labour in all times and places of peak demand. Secondly, when one con- 
siders that the average period of continuous employment provided by some 
enterprises before the War to large parts of their labour was to be measured 
in weeks, one can hardly feel that an increase in continuity and security is 
to be deplored. 

Let us turn now to what has been not only a main condition of the low 
post-war unemployment rate, but one of the most striking features of the 
period in its own right—namely, the absence of fluctuations of activity in 
the British economy. ‘The most important cause of this has certainly been 
the absence of fluctuations in the world economy as a whole. We have 
wually imported a large part of our booms and depressions. Between 1929 
and 1932, for instance, the fall in the value of our exports of goods and 
services was apparently three or four times as great as the fall in our internal 
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investment—though fortunately about half of this fall in export demand wa; 
offset by the fall in the price of our imports. But there has been nothing 
that could be called a fluctuation in international trade since the War. 
The quantum of world trade has increased every year (up to 1957) excep, 
for a minute fall from 1951 to 1952 which was mirrored by a slight dip in 
our real exports of goods and services. ‘There have been disturbances from 
world prices, at which we shall have to look later, but real internationaj 
trade, and our real exports, have followed a remarkably steady rising 
trend. 

Have we, then, been left with no trace of a “ trade cycle ”’ in the post-war 
years? I do not think this is so. We have, certainly, nothing so far that 
looks like a cycle in fixed investment, which, contrary to what used to be 
regarded as the settled order of nature, has been the steadiest part of the 
national product—it has risen (in real terms) every year since the War, 
What we have had is a ghost—or perhaps something more than a ghost—of 
an inventory cycle. According to the work of Dow and Dicks-Mireaux, to 
which I have already referred, the peak years of pressure on our labour 
resources have been 1947, 1951 and 1955. These have all been peak years, 
also, of accumulation of stocks. The troughs of excess demand for labour 
according to the same estimates have been 1950 and 1952, which are trough 
years of stock accumulation also. It is true that 1957, which looks as if it 
may turn out to have been another peak of inventory investment, will have 
spoilt the run by being anything but a peak year of demand in general, 
though 1958 still has a chance to redeem the record by providing a coinci- 
dence of troughs. What is interesting, however, is that we have had here 
something much more like the inventory cycles in the United States than has 
been observed before. Admittedly, we know extremely little about in- 
ventory investment in this country for any earlier period; but such esti- 
mates as there are of its course in the 1930s suggest that it followed the main 
cycle in fixed investment. 

Now, inventory cycles can be quite formidable fluctuations. In the 
United States the amplitude of changes in inventory investment seems to 
vary from 3 to 5% of the gross national product, and our cycle, too, has been 
up to that standard. How is it that it has not disturbed the economy, and 
employment, more than it has? Before trying to answer this question, we 
should perhaps note that it under-states rather than over-states the problem, 
because the fluctuations of inventories in industrial and commercial hands 
have been supplemented rather than offset by changes in the behaviour of 
consumers. If we try to draw up a simple Keynesian consumption-function 
connecting consumers’ expenditure on goods and services with the income 
which consumers (after paying taxes) had available for spending, we see 
that expenditure is for some years above the line, and for some years below. 
Up to 1949, it was kept down by rationing and shortages; the first post-war 
re-stocking boom was not reinforced by anything that could be called 
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“abnormal ”’ buying by consumers. In 1950, however, there was an enor- 
mous buying spree, compounded no doubt of making up for lost time and 

viding against a possible spreading of the Korean War. This explains, 
in part, why the great de-stocking of 1950 did not mean more than a slight 
dackening of the pressure on resources—it was a matter of increased final 
buying rather than reduced orders for production. But the next year—1951 
_brought a combination of continued high buying with very heavy accumu- 
lation of stocks; the two reinforced each other in putting pressure on pro- 
ductive capacity. Similarly, in the recession of 1952 not only did inventory 
accumulation fall to nearly nothing but consumers’ spending was also well 
below its “‘ normal ” relation to available income. Wardrobes, in particu- 
lar, were full, and clothing purchases fell. Similarly, 1955 was a year when 
abnormally heavy consumer buying supplemented stock accumulation, 
though the degree in which this buying was abnormal was less than it had 
ben in the previous year. Although abnormally heavy or light final 
purchases sometimes offset (indeed, explain) changes in inventories, 
therefore, it seems that at least in the peak years of 1951 and 1955, and 
the recession year 1952, what we may call the inventory policy of con- 
sumers has supplemented the changes in trade inventories, leaving us with 
a heavier task in explaining why these fluctuations did not upset the 
economy more. 

The main systematic reason is that there has been a very close con- 
nection between the changes in inventory investment and the changes in 
imports. On the average about half—and sometimes much more—of the 
change in inventory investment from one post-war year to the next has 
imply corresponded to a change in imports (if we measure both at 1948 
prices). ‘This was particularly marked in the peak years 1951 and 1955 and 
the trough year 1952. What it means in the present context is that only 
about half (sometimes less) of post-war changes in inventory investment 
have affected the pressure on our domestic resources; on the other hand, 
the remaining half or more has affected the pressure on our external- 
payments position. One might say, with only a moderate degree of 
wer-generalisation, that our four-year inventory cycle accounts for 
alternate members of our series of biennial exchange crises (the rest being 
connected rather with events in the overseas sterling area). Inventory 
investment may be regarded as an exchange of monetary reserves for reserves 
of goods. 

Apart from this reason why our fluctuations in inventory investments 
and consumers’ buying habits have not borne more heavily on the economy, 
there are a number of important but less systematic factors to take into 
acount. ‘The first of these is the fact that the course of public expenditure 
on goods and services has been, on balance, such as to offset the inventory 
yele. These purchases fell from 1946 to 1947 by an amount which was, in 
fct, much greater than the rise in inventory investment, and which allowed 
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for substantial real expansions of fixed investment and consumption. They 
rose again to 1953, and have since been remarkably steady (in real terms), 
The biggest real increase in a single year came between 1951 and 1952, » 
that it coincided with a fall in inventory investment and with slackenj 
total pressure on our resources. It seems clear, however, that the timing of 
these changes in public spending in relation to the fluctuations of the 
economy has been much more a matter of good luck than of good manage. 
ment. The great fall in public spending up to 1947 was, of course, due to 
the clearing away of commitments left from the War; the increases of 1949 
and 1952 were due to defence programmes occasioned by outside events, 
We cannot claim to have operated a deliberate stabilising policy through the 
size of government spending. Perhaps, in the absence of severe fluctuations 
in private fixed investment, it is hardly to be expected that we should. 

But the way in which public expenditure is financed is another matter, 
For the present purpose, we may perhaps confine our attention to the total 
true surpluses or deficits of the public authorities. Here, the most striking 
features have been the large, disinflationary, surpluses of the years 1948-50, 
and the not quite so large, infiationary deficits of 1952-54. These have 
been far from perfectly anti-cyclical. The biggest change from a deflation- 
ary to an inflationary pressure came in 1950-51, when inventory investment 
was increasing. On the other hand, the further increase in the rate of net 
borrowing up to 1953, the change to a small surplus by 1950 and the re- 
sumption of borrowing in 1956 were certainly, on the whole, anti-cyclical 
influences. On balance, public finance can probably be claimed to have 
steadied the course of the economy rather than the reverse. 

It remains to mention another influence which has affected the course 
of the economy—this time one which was outside the control of British 
Government policy—namely, changes in world prices. So far as the level 
of activity in this country is concerned, the influence has certainly beena 
stabilising one. In the booms of 1947-48 and 1950-51, and again in a much 
smaller degree in 1955, the greater rise of import prices than of export 
prices certainly tended to drain away purchasing power and to depres 
profits—this is always (so far as it goes) a stabilising influence so long as our 
booms coincide with those in the world commodity markets. In the same 
way, the great fall of import prices relatively to export prices in 1951-3 
no doubt had an immediately stimulating effect. This is all subject, of 
course, to the maintenance of reasonable steadiness in the volume of our 
exports, which was, as we have seen, a feature of this period. 

But the rise of world prices—particularly import prices—has, clearly, 
been in another sense inflationary. While it has had a depressing of 
moderating effect on the level of activity, or on the excess demand for labour, 
it has worked powerfully, though with some time-lag, to raise prices and 
wages. The largest annual increase in wage-rates since the War was in the 
recession year 1952. In discussing short-run changes, at least, it is necessaty 
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io distinguish very carefully between those things which are inflationary in 
the sense of tending to expand activity and the pressure on our domestic 
resources, and those which are inflationary in the sense of tending to raise 
the prices of those resources and their products. It has been all too often 
ssumed in the past that the two things are the same—or, at least, that they 
coincide. 

So much, then, for the forces which have tended to keep the level of 
employment steady, in spite of a very considerable fluctuation in inventory 
iavestment and consumers’ habits. As compared with, for instance, the 
United States economy, where inventory fluctuations of about the same 
amplitude (relatively to total product) have had more serious consequences, 
our greater steadiness seems to have been due partly to the greater “‘ open- 
ness” of our economy. Inventory fluctuations have been largely offset by 
variations in borrowing from, or lending to, overseas primary producing 
economies and, nevertheless, our exports of goods and services (largely to 
those economies) have been maintained fairly near to a steady trend. In 
addition, our financing of public expenditure has been in the main “ func- 
tional,” and we have been lucky in that the variations in the public authori- 
ties’ real demand for goods and services, though mainly imposed by outside 
wents, happen to have helped stability rather than upsetting it. These and 
n0 doubt other factors have enabled us to keep astonishingly free from 
fuctuations in our fixed investment. The element of luck in these factors 
should warn us against expecting their continuance. 

I propose now to turn to another point, to which I have already referred ; 
namely, the extent to which the economy in this period of full employment 
ad inflation has shown a high or low degree of adaptability. Now, 
adaptability is not easy to measure, and for this purpose I have been content 
merely to measure, in rather a crude way, the degree in which the distribu- 
tion of the occupied population between the twenty-four Orders of the 
Standard Industrial Classification has changed, and to compare the result 
with one similarly calculated for the very different period from 1929 to 1937. 
The method is simply to calculate for each industrial group the percentages 
ofthe total occupied population engaged in it in the years 1948 and 1956 
respectively, to take the difference between these two percentages for each 
goup, and to add them up for all the groups. Oddly enough, the result of 
this calculation for 1948 and 1956 is very nearly the same as (in fact a trifle 
more than) for the years 1929 and 1937. By this measure, the amount of 
change in the structure of the economy was about the same in the recent 
period as in the pre-war one. ‘There is not much else that these two periods 
haveincommon. Not only was the first a time when there was no shadow 
flabour-shortage in any industrial group, and the second a time through 
most of which every industrial group experienced some shortage, but the 
ates of growth of employment were different, too—the numbers in work 
panded by about 11% in the earlier period against 7% in the later one. 
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The identities of the relatively expanding and contracting groups wer 
largely different in the two periods, also—in a great measure, no doubt, 
because one was a period of contracting exports and the other a period of 
trade expansion. Some groups, it is true, were expanding their share of 
total manpower in both—distribution, banking and insurance, gas, water, 
and electricity supply, the vehicle industries and the food industries. Other 
were losing in both—agriculture, mining, textiles and clothing, for instance, 
But the chemical, engineering and metal industries were expanding their 
share after the War though not before it; so were paper and printing; and 
the professions were expanding very much faster after than before. On the 
other hand, we have the rapid fall in public administration and miscel- 
laneous service since the War, in comparison with rapid increases before it, 
With all these differences, the total amount of change, measured in this 
simple way, turns out to be about the same in the two periods. But it is, 
perhaps, worth noting (though it is not surprising) that the similarly mea- 
sured amount of net change in the rather longer, and greatly disturbed 
interval between them—that is to say, between 1937 and 1946—turns out to 
have more than twice as great as in either of them. 

It seems, on the face of it, unlikely that the process of change in the 
distribution of the labour-force is the same under full employment as it is 
with plenty of labour to spare. Before the War there was a highly elastic 
supply of labour for almost any enterprise, anywhere. Now, the pre- 
sumption is that an enterprise, or an industry, can expand its labour-force 
only by outbidding someone else. Is there any trace of this difference in the 
available statistics? 

One way to look for this would be to see if there is any greater tendency 
now than there was before the War for the industries that pay the highest 
wages to be those which expand most. Perhaps there is, though I have not 
looked into this as thoroughly as I should like. Certainly there is extremely 
little correlation between average adult male earnings in an industry and its 
rate of expansion before the War; for the period 1948-56 there is some sign 
of one, though it is spoilt by such notable exceptions as the high earnings 
and decline of employment in coal-mining and the rapid growth of employ- 
ment in the food, drink and tobacco trades or the gas, water and electricity 
industries in spite of earnings rather below the average. But one would not 
really expect the correlation to be very good; differences between industries 
in degree of skill required, ease of entry and inherent attractiveness all com- 
bine to prevent it—not to mention differences in the relative strength of 
organisation of employers and wage-earners. 

Some of these disturbing factors ought to be reduced if we ask, not about 
the relation between growth of employment and level of earnings in an 
industry, but about that between growth of employment and growth of 
earnings. Is there a greater or smaller tendency now than before the War 
for industries to increase their share of the labour-force only be raising the 
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average earnings they provide for their employees relatively to those in other 
industries ? 

When we ask this, we come upon a paradox. For the years from 1929 to 
1937 there was a definite tendency for the industrial groups which expanded 
rdatively to the rest to be those with earnings which fell in relation to other 
arnings.t Such relatively shrinking industries as agriculture, coal-mining, 
precision instruments and jewellery, and metal manufacture did better than 
the average in weekly earnings; their relative gains in remuneration were, 
on the whole, more marked than were the relative losses of those other 
shrinking industries, such as textiles, leather and clothing, where earnings rose 
iss than average. In the same way, the relatively expanding industrial 
goups—gas, water and electricity, national and local administration, 
building and contracting, banking and insurance—did not keep pace in 
earnings with the economy as a whole; distribution was the only important 
apanding group where earnings improved much more than the national 
average. 

How can we explain this tendency? Before trying, one should perhaps 
pint out that it is, in any case, only a vague one, just sufficiently marked 
toappear worth explaining at all. For what it is worth, one could, of course, 
aplain it by saying that the changes in labour distribution in this period 
must have come mainly from the supply side rather than from relative 
changes in the demands for different kinds of product. The high general 
level of unemployment makes it unplausible to suppose that spontaneous 
movements of labour from one industry to another made big differences to 
the relative scarcities of labour in different branches of activity; it seems 
more reasonable to think of changes in relative wages, brought about by 
diferent bargaining institutions in the various industries, as being the 
surce of changes in the labour-supply situation. If we follow this line of 
agument we can say that there was some tendency for labour in the in- 
dustries where it secured the biggest wage-increases to price itself, or its 
products, out of the market. 

But that is not the only possible line of explanation, or even perhaps the 
most likely. In so far as differences in wage-fixing institutions were domin- 
at in determining the relative alternations in wage-rates in the ’thirties, 
itmay be that the negative correlation between wage-changes and employ- 
ment-changes arose from a general tendency for trade unions to be strongest 
inthe static or declining industries. One can think of reasons for a tendency 
ofthis kind. Labour is perhaps less likely to be organised in an industry 
which is recruiting work-people fast than in one where the labour force has 
ben long established. Industrial expansion between the wars was largely 
concentrated in parts of the country where trade unionism was, initially, 
relatively weak—an association which was only partly a matter of cause and 


! The correlation coefficient is —0-41, which stands near the 5% level of significance. 
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effect. Strong labour organisation may well be, on the whole, an attribute 
of mature industries. 

But whatever may have been the reason for the pre-war connection 
between relative growth of employment and relative decline of wages ang 
earnings, it is clear that this connection has subsequently ceased to exist, 
Mr. Nicholson ! showed that there was, in general, an association between 
high increase in employment and high increase in wages in the years 1938 to 
1943, and it seems that the same kind of association has existed in the period 
from 1948 to 1956. j 

For this post-war period the correlation between changes in economy 
and changes in employment is certainly positive—if the inquiry is confined 
to adult male wage-earners it is quite high.? Leather, railways, clothing, 
agriculture and public administration are conspicuous for relatively low 
increases in earnings, and low (or negative) rates of growth; printing, chemi- 
cals, metal manufacture, and food, drink and tobacco for high growth both 
of earnings and of employment. The vehicle industries, with one of the 
highest rates of growth in employment, show a growth in hourly earning 
which is less than the average, but there are no other large departures from 
the general tendency. 

It seems, therefore, that while the economy has changed its structure 
about as fast under full employment as it did in the pre-war period of high 
unemployment, there is, indeed, some sign that the growing parts have had 
to outbid the rest for labour; it has not come to tl:em (as it did before the 
War) in spite of a relative fall in the remuneration they offered it. This 
change has, no doubt, some significance in connection with the mechanism 
of inflation. When wage-rates rose generally before the War (as they did 
in the middle and later ’thirties), the rise was not distributed according to 
the changes in their demand for labour; rather it seems to have been a 
matter of trade-union organisation and enterprise. No doubt these qualities 
are still very important, but the different extents to which they have been 
helped by different strengths of demand for labour as between industries 
have emerged as a major feature of the scene. Perhaps one can say, too, 
that full employment has tended to make the bargaining-powers of labourin 
different industries more nearly equal than they were before the War—the 
proportional relative changes in earnings between the industrial groups have, 
in fact, been rather smaller in 1948—56 than it was in 1929-37. 

So much for the flexibility of the economy under inflation. It is appro- 
priate next to look at its record of progress. It seems to be very widely 
accepted that this has been good in relation to previous times, if not specially 
brilliant in comparison with other economies (also undergoing inflation) in 
recent years. The rate of growth of real domestic product has, since the 


1 Oxford Institute of Statistics Bulletin 1946. ; 
? Mr. R. Wilkinson has calculated a correlation of +0-22 using total labour employed and its 
weekly earnings, but +0-61 using adult male labour and its hourly earnings. 
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War, been something like 3% a year, which is about the same as the rate 
ghieved in late Victorian times, and a good deal faster than we have 
managed over any considerable period in between. But whereas fully 
talf of the Victorian expansion was directly due to the growth of the 
bour force, our population in work has been growing at only half the 
Victorian rate, and output per person in work has grown by about 2}% 
a year. 

This is a respectable, but not, by modern standards, a sensational rate. 
Itis misleading to compare it with the German expansion of recent years, 
which has contained a stronger temporary element of restoration, as con- 
tasted with genuine growth. It is also misleading, for some purpases, to 
compare it with the contemporary growth of Russian real income (probably 
about twice as fast as ours), which is made possible in part by the application 
oftechniques as modern as our newest in place of some which we have long 
outgrown. But it is more to the point to note that our real output per head 
ince 1948 has still been rising less fast, though not so very much less fast, 
than that of the United States. 

It is natural to connect our rate of progress with our rate of net invest- 
ment. We have accumulated capital faster (on the average) than before 
the War—which can be associated with our higher rate of growth as com- 
pared with then—but also much more slowly, in relation to the size of our 
output, than the Russians or the Americans—hence, one might say, our 
lower rate of growth as compared with their economies. Capital accumula- 
tion and growth of output certainly go together, but the connection between 
them is very far from simple. How far it is from simplicity can be seen 
fom two aspects of our recent experience. The first is that the temporal 
ration between investment and the growth of output per man-hour, in the 
short run, is not very clear. There seem to have been two periods of rapid 
increase in physical output per man-hour since the War; one which brought 
asharp peak in 1949, and another perhaps rather more sustained but less 
rapid in 1953 and 1954. ‘These spurts certainly do not follow bursts of 
rapid net investment, as one might expect. The first post-war burst of net 
investment, whether one considers all kinds of accumulation, or all excluding 
dwellings, or simply net investment in ships, vehicles, aircraft, plant and 
machinery, was only just getting into its stride in 1949, and increased in 
intensity for a year or two after the rate of growth of output per man-hour 
had started to fall. Then, again, the much bigger investment boom which 
we have recently been enjoying was very far from over when the rate of 
increase in labour productivity passed its latest peak in 1954. We shall 
certainly not make much sense of that fashionable entity the marginal 
apital-output ratio from data such as these. 

There is more to be said for looking at the period as a whole, or rather, 
fr taking the interval between 1948 and 1955, two years in which the degree 
labour shortage seems to have reached peaks of about the same height. 
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It simplifies matters, too, if we confine our attention to manufacturing jp. 
dustry, which was responsible for about three-fifths of the real increase in oy 
domestic product over those years. Manufacturing industry increased jt 
labour force in employment by about 134% in that time. How much did 
it increase its fixed capital? By a rather doubtful calculation based upon 
Mr. Barna’s estimates of the replacement value of fixed capital, and the 
Central Statistical Office’s figures of net investment, it seems that the pro. 
portionate increase may well have been about the same as that in the labour. 
force—about 13 or 14%. But the output of manufacturing industry jp. 
creased by 42%. That means that it increased in relation to both the labour 
and the capital employed by some 25%—about 3% a year. This is in. 
creasing returns with a vengeance. What the experience suggests is that 
more of the increase in manufactured output comes from improvements in 
the quality of capital—from technical progress in the strict sense—and from 
improved supply of other factors, such as managerial skills, than from sheer 
capital accumulation. Or one may say that, since manufacturing capital 
seems to have increased no more than in proportion to the amount of labour 
working with it, the very substantial increase in output per man-hour is to be 
attributed not to increase in the quantity of capital (as it might be measured 
by its cost of production at constant factor-prices) but entirely to improve- 
ment in its quality and to such improvements as there have been in supplies 
of other factors. This no doubt helps to explain why the connection 
between net investment and improvement in output per man-hour in 
the economy as a whole has been so loose. Its looseness, however, in 
no way detracts from the importance of capital accumulation and capital 
replacement as the means by which improved techniques are brought into 
practice. 

This brings us to a final subject, which has, perhaps, more direct con- 
nection with inflation as such (as opposed to full employment) than those 
which I have been considering. How has the economy reacted (especially 
in its spending and saving habits) to the increase of prices? Has the ex- 
pectation of inflation become an accepted part of life? It has often been 
pointed out that there are certain difficulties in envisaging a long-lasting and 
general expectation of continued inflation. Where prices are flexible, and 
are formed in free markets, such an expectation will at once generate a price- 
increase of just such a size that the general expectation of further increase is 
itself extinguished. If in some way it is continuously regenerated, then the 
only possible outcome is hyperinflation. A lasting and generally held 
expectation of inflation, therefore, in an economy which has obviously not 
suffered hyperinflation, can exist only in those markets where prices are not 
formed as the more or less instantaneous outcome of expectations. Now, 
there are many markets where this is the case. Indeed, it is only in the 
primary commodity markets (if we exclude purely financial markets for the 
moment) that prices are completely sensitive to expectations about their 
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jyture. Even there, also, we have to make an important reservation. A 
general expectation of price-increase proceeding at an anaual rate less than 
he percentage annual cost of holding stocks of the commodity will not 
use the current price to rise. Since the War the course of primary com- 
nodity prices has fluctuated; there have been two major decreases to dis- 
courage expectations of anything like continuous increase; and the rate of 
cent of the trend about which the fluctuation has taken place must in 
most, if not all, cases have been less than the percentage cost of holding the 
wmmodity concerned in stock. The existence of widespread expectations 
that prices will be higher in future in nearly all markets is therefore a very 
decided possibility. 

What effect would such expectations have? The main effect, of course, 
sould be to divert preferences away from money and assets of fixed money 
value towards assets of fixed real value and towards immediate consumption. 
tis worth looking to see whether there are any signs of these shifts. 

I have already referred to some of the features of a simple Keynesian 
onsumption function relating to the personal sector of the economy in post- 
war years. If such a schedule is drawn up with disposable incomes and 
consumers’ expenditure measured at 1948 prices, and the data for a pre-war 
yar are inserted, it becomes plain that the schedule may have shifted up- 
yards a little since before the War, but not by very much—consumption 
nay be £200 or £300 million higher at any level of total real disposable 
nome than it was before the War. Does this indicate a reduced willingness 
io save, because of fears of inflation? Not necessarily. One has to re- 
member that there has been a very substantial shift in the distribution of 
disposable personal incomes since the War; the million of the total popula- 
tion with the largest incomes now have little more than half the percentage 
ifaggregate personal income which the richest million had before the War. 
Again, the evidence is that, in the long run, as average real income rises, 
he proportion of a given real income which is saved tends to decrease, per- 
taps for reasons which have been set out by Professor Duesenberry, perhaps 
or the simpler reason that economic progress seems to consist largely in the 
vention of ever more seductive kinds of consumers’ good. One would 
apect some shift in the schedule after a decade or two. Some shift due to 
prehension of inflation is not excluded, but I do not see any positive sign 
fit, and it cannot be very large. 

One might expect to get more definite signs of any general change in 
apectations from the public’s attitude towards different kinds of asset. 
but this is not a simple matter either. The relative supplies of the different 
iinds of asset have changed very greatly since before the War, and the drastic 
lrease in taxation of yields must have had some effect on behaviour also. 
lor the last decade as a whole, the yields of equities have been above those of 
onds by about the same amount as in the 1930s; the gap has been greater 
tan in the periods of recovery and prosperity before the War. Other 
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things being equal, this might be taken to mean that preference for fixed. 
interest assets is somewhat greater than in the rising phase of a pre-wa 
trade-cycle. Among the other things that are not equal, one—the greatly 
increased supply of bonds in comparison with equities—may seem to suppor 
this suggestion. More bonds in relation to equities should, by itself, meap 
cheaper bonds in relation to equities, and thus a bigger gap between their 
respective yields, and this, as we have noted, is contrary to what we find, 
Perhaps the other big change in the situation works the other way; assey 
providing uncertain money incomes, as equities do, are notoriously rendered 
less attractive by high marginal rates of tax. The comparision of bond and 
equity yields, therefore, gives no certain indication of any change in the 
public’s attitude; but, again, it seems to me to show that there has at any 
rate been no large shift of preference away from fixed-interest securities, — 

The other question which one is tempted to ask in this connection i 
whether the schedule of liquidity preference has shifted. A general e. 
pectation of a fall in the value of money—even a slow one—might be sup. 
posed to reduce the amount of money which the public would be willing 
to hold at any given level of interest-rates—presumably net interest-rate; 
after the deduction of an allowance for taxation. To reach a firm conclu 
sion about this, is, again, not easy. It is possible to make allowances not 
only for taxation and for the changing requirements of money for transactions 
purposes, but also for the supply of liquid interest-bearing assets in the hand; 
of the public, and for the level of dividends on equities. When all this is 
done, there seems to me to be nothing about the present situation which is 
out of line with general experience in the last thirty years. 

I have tried in this lecture to range over a number of aspects of the 
internal working of the economy in the period of inflation and full employ- 
ment since the War. Perhaps the chief general conclusion that emerges is 
that the difference that price-increase and absence of unemployment have 
made to it are remarkably small. I see no sign that expectation of con- 
tinued price-increase has become engrained in the system; there are 
spasmodic signs of it in the distinct separate booms of the post-war year, 
but for the period as a whole it seems to be notably absent. There is no 
sign that saving has been seriously affected by inflation, and by achieving 
fuller employment and higher real income than before the War, we have 
increased the proportion of the national product devoted to investment. 
We have also achieved an accelerated rate of growth, connected with in- 
proved technology even more than with the enlargement of the capital 
stock. The occupational and industrial structure of the economy ha 
apparently been about as flexible under full employment as it was witha 
great deal of unemployment, though the price-mechanism has been mort 
patently the servant of demand changes in bringing it about. 

The key to the positive achievements of this period has been full employ- 
ment. This discussion suggests that it may be very easy to assume too much 
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in taking the continuance of this happy state for granted. We ought per- 
haps to pay more attention to the peril to stability inherent in an inventory 

ie; we have weathered very considerable fluctuations of this kind fairly 
moothly with the help of an appreciable amount of good luck (in the form 
fortunately timed changes in defence expenditure) to supplement our not 
together bad management. But the far greater danger, which we have 
» far escaped, is that from a depression in world demand. Our weapons 
fr combating this are untried; it is not even certain that they exist. And, 
ist it should be thought that any considerable lapse from full employment 
yould at least relieve us of the embarrassments of inflation, I feel obliged to 
ay that this, too, is unproved. My own view, indeed, is that one of the less 
welcome marvels of modern times is the possibility, within limits, of enjoying 
inflation and depression at the same time. But to discuss that would take 
ne beyond the task I have set myself for this occasion. 

A. J. BRown 

Leeds. 











WELFARE PROPOSITIONS IN TERMS OF 
CONSISTENCY AND EXPANDED CHOICE! 


It has been shown elsewhere * that, following to its end the path 
originally slashed by Samuelson * through the jungle of utility and all that, 
we can entirely dispense with any notion of utility, cardinal or ordinal, also 
with indifference curves and preference orderings, and derive all that can 
effectively be said concerning consumers’ demand from a single, simple, 
axiom of consistency. 

At the time, I was still inclined to the view that the whole apparatus of 
indifference curves and the like was necessary for the discussion of welfare 
aspects of consumer behaviour, although it was no longer needed for the 
positive * aspects of consumer behaviour. In taking this view, however, I was 
wrong, for indifference curves are no more necessary for treating of welfare 
than for the analysis of consumer demand. It is a simple enough matter to 
consider welfare in terms of expanded choice and prove the various welfare 
propositions in terms which do not involve any indifference or utility appa- 
ratus at all. ‘To demonstrate this is the purpose of the present contribution. 

It would be a bore, of course, to catalogue all welfare propositions that 
have been advanced from time to time, and cast these in a new form; s0 
selection is required. To this end, it would seem better to concentrate 
attention on the oldest and most respectable welfare proposition involving 
consumer behaviour alone {uncomplicated by problems on the production 
side), the proposition that, in trading with a fixed total of goods, perfecting 
the market can always lead to an increase in group welfare of the Paretian 
kind,® and the equilibrium reached under perfect market conditions is opti- 
mal in the Paretian sense.® 

This proposition occurs in a variety of forms in the history of economic 
thought, but, in its most usual contemporary guise, it is the “ optimum 
condition for exchange ”’ of modern welfare economics.?_ The usual formal 
proof of this proposition is the well-known text-book demonstration in terms 
of two commodities and two consumers, using the indifference-curve 


1 The author owes much to a general context of thought among certain members of the staff of 
the London School of Economics and, above all, to R. G. Lipsey. 

2 K. J. Lancaster, ‘“‘ Revising Demand Theory,” Economica, November 1957. 

3 Commencing as early as 1938, but especially in his ‘Consumption Theorems in Terms of 
‘ Overcompensation ’ rather than Indifference Comparisons,” Economica, February 1953. 

4 In the Friedman sense. 

5 In which only a situation in which someone is better off, and none worse off, is regarded a 
an unambiguous increase in group welfare. 

® J.e., no further change can make one person better off without making another worse off. 

7 See, ¢.g., I. M. D. Little, A Critique of Welfare Economics, Chapter viii, or A. P. Lerner, Th 
Economics of Control, Chapter 2. 
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pparatus and the Edgeworth-Bowley contract box. Of all the optimum 
wnditions of modern welfare economics, it is the proof of this one which is 
nost completely associated with the indifference-curve apparatus. 


I. InDrvipDUAL WELFARE 


The individuals composing the community whose welfare we wish to 
qudy are assumed to be consistent. By consistent, we mean that, if an 
dividual is free to make choice X or choice Y in one set of circumstances, 
ind makes choice X, then he will not make choice Y in any circumstances at 
dlin which both X and Y are available. 

By a choice we mean a decision with respect to the totality of relevant 
ircumstances, not a mere part of that decision. For example, let us suppose 
ree collections of goods 


(a) a bottle of wine, a loaf of bread, and a piece of cheese; 
(b) two bottles of wine and a loaf of bread; 
(c) two bottles of wine, a loaf of bread, and a piece of cheese; 


ad suppose that only (a) and (d) are available in the first situation, while all 
tee are available in the second situation. Then, if the consumer chooses 
)) in the first situation and (c) in the second, his choices are consistent. It 
simelevant that he did not choose cheese in the first situation, but did so in 
thesecond, for cheese is only part of a collection. The consumer would be 
inconsistent only if he chose (d) in the first situation and (a) in the second. 

Given the consistent individual, we can take an increase in his welfare 
be indicated as follows: 


An individual’s welfare has unambiguously increased from situation I to 
situation II if his choice is expanded as a result of the change, that is, if, in 
situation IT he can have— 


(a) what he chose in situation I, and 
(b) at least one choice not available to him in situation I. 


We define a contraction of choice as a change which gives the indi- 
idual no new choices, and denies him what he chose originally, and take a 
mtraction of choice to indicate an unambiguous decline in the individual’s 
velfare. 

There are, of course, two other possible relationships between situation I 
ind situation IT, in which the change: (i) removes some of the choices pre- 
tously available, but not the one actually made, and adds no new choices, 
« (ii) removes the choice actually made in the first situation, but adds 
thoices not formerly available. We shall not make any welfare judgments 








ncerning changes of these kinds, although it would be possible to consider 
ie first as leaving welfare unchanged if one wished. 


The assumption of welfare changes being shown by expanded and 
No. 271.—vVOL. LXviil. HH 
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contracted choice can be illustrated in a simple diagram, as in Fig. |, ], 
this diagram, a consumer has complete freedom of choice subject to a 
budget constraint. 

Suppose that his budget constraint is given by LM in the initial situation, 
That is, he has an income OL and is free to trade at the price ratio M4 
Suppose that he chooses the collection (i.e., of the commodity and retained 


L 


Income 











Commodity X 
Fic. 1 


income) given by the point S. Now let the second situation be such that his 


income is OP and the price is aa so that he is free to trade along PQ and 


4 
Q 
purchase, should he wish, his original collection S. 

Then it follows that, in situation II, the consumer has available to him 


(a) his original collection (the point S$); 
(6) choices not previously available (the shaded triangle MSQ); 


so that his choice has expanded, and his welfare increased. 

The reason for using the term “ expanded choice” is explained by the 
above diagram. The new budget triangle OPQ is not necessarily larger, 
and may well be smaller, than the original budget triangle OLM: expanded 
choice does not imply any relationship between OPQ and OLM of this kind. 
What we do mean by expanded choice is that if the consumer were allowed 
any collection in, or on, the whole area OLSQ he would not choose differently 
from the way he actually will choose in the triangle OPQ, since he has already 
rejected points in the area LPS in favour of S. Thus the change from situation I to 
situation II is effectively equivalent to offering the consumer the area of choice 
OLSQ in place of the smaller area OLM, so that his choice is expanded by the 
addition of SMQ with no effective loss. 

It is obvious from the diagram that, if the consumer’s indifference map 
were drawn in, then what we have chosen to regard as an increase in his 
welfare would necessarily enable him to reach an indifference curve higher 
than before, so that the present approach to welfare does not conflict with 
older approaches. 
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II. Paretian Type Group WELFARE 
We shall simply assume an unambiguous increase in Paretian group 
yefare to be indicated as follows: 


Paretian group welfare has unambiguously increased in moving from one 
situation to another if the change has resulted in expanded choice for at least one 
individual compatible with non-contraction of the choices of the remaining indi- 
viduals. 


By “ compatible ” we mean that the individual with expanded choice 
could actually make at least one of the choices newly available, without con- 
action of others’ choices, even if he chooses his original collection again. 

An unambiguous decrease in group welfare would be defined, along the 
ame lines, as a change which contracts the choice of at least one individual 
without expanding the choice of any other individual. A change which 
contracts the choice of some while expanding the choice of others will be left 
undefined as a welfare situation, as will changes such that individuals’ choices 
ae neither expanded nor contracted. The area of change for which no 
welfare judgment is made is greater on our approach than on the indiffer- 
ence-curve approach (although there is always such an area in Paretian wel- 
fre judgments, even using indifference curves), but we shall find this does 
nt present any problems in relation to general welfare propositions. 

A Paretian welfare optimum is a situation in which no policy can unam- 
biguously increase group welfare in the Paretian sense, but there exists some 
policy that can unambiguously decrease group welfare. Not all changes 
fom the optimum need decrease group welfare, but those that do not do so 
amnot increase it either, but can only expand the choices of some at the 
expense of contracting the choices of others. 


III. THe Optimum Conpirions For EXCHANGE 

Having laid the foundations, we can now turn to our chief task, the 
demonstration of the optimum conditions for exchange of a fixed total 
cllection of goods in terms of welfare as expanded choice. These well- 
known conditions are simply that the exchange of a fixed total collection of 
goods will be optimal when the market is perfect, that is, when all consumers 
ae free to trade at a set of common prices, and no consumer acts so as know- 
ingly to affect the prices. 

The usual demonstration in terms of indifference curves consists in 
proving two propositions: 

1. That, if different consumers are adjusting to different prices,’ it 
is always possible to enable some consumer(s) to reach a higher indif- 
ference curve, with none moving to a lower, by allowing trade at some 
common set of prices. 


‘Or some are acting as monopolists (or monopsonists), which is the same, analytically, as 
taving non-uniform prices. 
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2. If the market is in equilibrium with all consumers passively 
adjusting to the same prices, there is no change which can move any 
individual to a higher indifference curve without moving some other 
individual to a lower indifference curve. 


It is these two propositions, expressed in our own terms, that we shall 
prove by our own methods. As in the traditional demonstrations, we shall 
concern ourselves with the exchange of two commodities among two indi- 
viduals, leaving it to the intuition to perceive that this can be generalised for 
any number of individuals and commodities by a progression of two by two 
comparisons. We shall suppose the total quantities of the two commodities 
to be graphically represented as the sides of a rectangle or box-diagram, as 
in Figs. 2 (a) and 3 (a), so that any point inside or on the rectangle represents 
a particular division of the two goods among the two individuals. Each 
individual is receiving a quantity of each of the two goods measured along 
the sides of the box which pass through “ his ” corner. 

Proposition 1. If there is equilibrium with the consumers passively ad- 
justing to market prices, and these prices differ between consumers, there 
exists some set of common prices, freedom to trade at which unambiguously 
increases group welfare. 

We take the two-commodity, two-person case depicted in Fig. 2 (a), 
ACBD is the rectangle representing the available totals of food and clothing, 
the quantities received by consumer A being measured with respect to A as 
origin, and quantities received by consumer B being measured with respect 
to the diagonally opposite corner, B. Let the point M represent the equili- 
brium reached when A faces prices corresponding to the slope of the line 
a,a,, and B faces prices corresponding to the slope of the line 5,5. Then 
M is A’s choice for the budget line a,a,, while it is also B’s choice for the 
budget line 6,5,.. A and B do not necessarily choose the same collection, of 
course, since A’s collection is the distance of M from one set of axes, while B’s 
is the distance of M from a different set of axes. 

Then the proposition is proved by showing that, if both consumers are now 
allowed to trade freely from the point M along some single price line, such as 
xx, in the diagram, there is compatible expansion of both consumers’ choices. 

If this is not immediately obvious, it is clear from Fig. 2 (5) and (¢), 
which are merely the two opposite corners of Fig. 2 (a) placed side by side, 
with corner B rotated so that it is in the same sense as corner A. Then, 
taking Fig. 2 (6), consumer A has the new choice area a,Mx, plus his original 
choice M, so that his choice has expanded. Similarly, in Fig. 2 (c), B has 
the expanded choice area b,Dx,M, plus M. A’s expanded choice is in the 
direction of giving up food for clothing, while B’s is in the direction of giving 
up clothing for food, so that the two expanded choices are compatible. For 
some particular slope of x,x, equilibrium (if it exists) will be reached, and the 
new equilibrium involves an unambiguous increase in group welfare. 
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Thus, if we commence from the equilibrium of an imperfect market, 
moval of the market imperfections necessarily increases group welfare. 

Proposition 2. If there is already equilibrium under perfect market con- 
jitions there is no policy which can unambiguously increase group welfare. 

There are only three types of policy possible in this simple system which 
yl affect the equilibrium position. The first, causing price dispersion 
ynong consumers, cannot increase group welfare, as we have just seen. 
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The second, income redistribution, expands the choice of some at the expense 
contracting the choice of others in the most obvious fashion, so this cannot 
kad to an unambiguous increase in Paretian welfare. The third, causing a 
thange in the price ratio common to all consumers, requires investigation. 
We use the same type of analysis as for Proposition 1. Let W in Fig. 3 
present the free-market equilibrium reached, with x,x, the equilibrium 
mice line. Consider a change to some other price ratio, represented by 7, J». 
Then, from Fig. 3 (6) and (c), each consumer is seen to have an expanded 
thoice, but these expanded choices are incompatible, both involving the 
ging up of clothing for food. Thus no change in relative prices from the 
tquilibrium position can give the consumers compatible expanded choices, 
that no change can cause an unambiguous change in group welfare. 
Without recourse, therefore, either to utility or to the indifference curve 
‘pparatus, we have demonstrated the optimum condition for pure exchange, 
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that the equilibrium reached under perfect market conditions is optimal jz 
the Paretian sense. 
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IV. ConcLusIon the 
It has been shown in this paper that the optimum conditions for exchange | sugi 
can be demonstrated with no utility or indifference apparatus, employinga } but 
direct approach to welfare in terms of expanded choice which does not rest J pro 
on a substructure that lies in the shadows between economics and psychology. J eco 
This particular welfare proposition was chosen as a sample only: other such J anc 
propositions can be treated in the same way, including the direct versus in- J ma 
direct taxes propositions! Our approach to welfare relies entirely on J ach 
objectively observable data, for, given a consumer’s actual behaviour in any } eco 
situation, whether his choice has expanded or contracted for some change | an 
is a simple matter of computation from his actual original purchases and the 
two sets of prices and incomes. It is not necessary to ask him whether heis 
on the same indifference level or not, a question which is inevitable in the 
usual analysis. 


Since it has also been shown that propositions in demand theory can be . 
derived from the consistency axiom, also without utility or indifference,’ the gr 
writer feels that the utility concept and its child the indifference-curve ana- £0 
lysis are reaching the end of their long and useful lives. 

Ketvin LANCASTER 
London School of Economics. as 
1 R. G. Lipsey has sketched such a proof, as yet unpublished. cor 


2 See Samuelson, op. cit., and Lancaster, op. cit. 














PROFESSOR HANSEN ON AMERICA’S ECONOMIC 
REVOLUTION 


On the eve of his retirement from Harvard University Professor Alvin H. 
Hansen took stock of his turbulent teaching career, what he had taught and 
ivocated, the inter-war and post-war changes in economic thinking and 
wlicies, and above all the impact of ‘‘ the Keynesian Revolution ”’ on the 
\merican economy. The result is his latest book: The American Economy. 
There Professor Hansen equates America’s economic revolution with the 
Keynesian Revolution and, more specifically, with a new combination of a 
nixed economy and a welfare state, and then professes a new faith in the possibility 
secular exhilaration, instead of repeating the famous “‘ stagnation thesis.” 
The purpose of this essay is not to review Professor Hansen’s book in any 
conventional manner but to discuss in some detail fundamental questions of 
public policy and economic theory which it raises but which he does not 
himself discuss, namely: (1) limitations on a mixed economy, and (2) 
imitations on a welfare state—in sum, qualitative and quantitative limita- 
tions on the development of the American economy along the lines envisaged 
by Professor Hansen. 

To indicate such limitations is not to imply any basic disagreement with 
the principle of a welfare-oriented, mixed public-private economy but to 
suggest a need for improving its technique by reference, not to stifling dicta, 
but to changing data. One may sympathise with Professor Hansen’s 
propensity tu give greater emphasis to the optimistic aspects of the American 
economic revolution, especially in this age of almost universal pessimism 
and cynicism, and still feel that qualifying observations, such as will be 
made in this essay, might be of use to the American economy trying to 
achieve and maintain stable growth and, by repercussion, to other mixed 
economies to which America’s stable growth is a matter of common interest 
and concern.? 


I. LrwrraTions ON A Mrixep Economy 


‘ 


Professor Hansen thinks of a mixed economy as one “in which the 
powerful fiscal and monetary operations of an alert and informed govern- 
ment are playing a stabilizing and sustaining role.’”’* He recalls the 
gradual acceptance in America of Keynesian criticisms of laissez-faire, the 
gold standard, sound finance and other familiar earmarks of individualistic 


1 McGraw-Hill, New York, 1957. 

* For a great international concern in the stability and growth of the American economy 
see The Business Cycle in the Post-War World, E. Lundberg, ed. (London: Macmillan, 1955), especially 
contributions by E. A. G. Robinson, S. Tsuru, J. J. Polak and N. Kaldor. 

* Hansen, op. cit., p. 34. 
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capitalism, leading up to the 1946 Employment Act, the President’s Coungij 
of Economic Advisers, the Congressional Joint Economic Committee and 
the more public-spirited Federal Reserve System as faits accompli. Thus the 
Keynesian foundations of the American mixed economy are made yp. 
mistakably clear, though the relation of Keynesian economics and the 
welfare state is left less clear. 

The above developments in the American economy are viewed as the 
practical manifestations of the Keynesian Revolution, whereby it is theoretic. 
ally demonstrated that the parametric role of market prices fails to equate 
aggregate demand and supply, to bring about automatic full employment 
or even to ensure the optimal allocation of resources—for the economy as 
awhole. The question naturally arises as to whether the American economy 
undergoing the Keynesian Revolution, as such, has become as depression- 
proof and stagnation-proof as Professor Hansen now seems to believe.! To 
ask such a question is to imply that there may be more difficulties in the 
way of the successful completion of the Keynesian Revolution than Professor 
Hansen is willing to admit. Before discussing some of those difficulties, 
however, let us look at the specific reasons why Professor Hansen supposes 
the American economy to be “ on the march”’ toward stable growth and 
secular exhilaration. 

Professor Hansen attributes his new faith and American people’s new 
confidence in the possibility of stable growth to three structural changes in 
the American economy, which represent also three major characteristics of 
the American economic revolution: (1) the counter-cyclical and compensa- 
tory fiscal-monetary responsibilities of government as a permanent feature 
of public policy; (2) the commitment of the federal government to a policy 
of guiding the private sector to maintain ‘‘ maximum production, employ- 
ment and purchasing power” in accordance with the Employment Act; 
and (3) such “‘ built-in stabilisers ’’ as the democratic welfare state is capable 
of providing on an increasing scale (e.g., progressive taxes, social security, 
farm-support programmes, public housing and mass education). Professor 
Hansen seems to consider these to be not only necessary conditions but also 
sufficient conditions for the stable growth of the American economy. The 
sufficiency of these conditions, however, may be questioned for a number 
of reasons. 

We may discuss the first two conditions, leaving the third to the next 
section. Fiscal policies based on Keynesian theory are of the two broad 
types, one of which is designed to strengthen the propensity to consume 
and the other to stimulate the inducement to invest. These types of fiscal 
operations are not necessarily compatible with each other, however. 
Suppose that we follow the multiplier theory and let public-works expendi- 
tures act as a multiplicand. To be sure, consumption re-spending will 
increase effective demand, which will in turn induce some private invest- 


1 Compare his Full Recovery or Stagnation? (1938). 
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gent, according to the familiar multiplier—acceleration interaction. But 
from the usual objections to the acceleration principle (the possible 
yesence of excess capacity and the possible expectation of short-lived 
mand), there are two ways in which a permanent programme of public 
yrks may undermine the private propensity to invest. First, in so far as 
ublic-works expenditures are geared to productive projects, the productive 
apacity of the economy may increase relatively to its effective demand, 
uly to depress the profitability of further investment, as Mr. Harrod and 
hofessor Domar have shown.! Second, once public-works programmes have 
en accepted as a matter of principle, it will be difficult not to concede the 
heoretical possibility of the Government providing all the necessary employ- 
sent opportunities and all the necessary goods and services on a non-profit 
wis Such a concession amounts to a tacit rejection of the supposed 
weessity of private enterprise for maximum employment and production. 
thus a permanent programme of public works, however countercyclical, 
aries with it an implied threat to private investment and private enterprise, 
itleast in the minds of entrepreneurs.” 

Such adverse reactions on private investment and private enterprise are 
wt, of course, arguments against the principle of public-works programmes, 
ir private investment and private enterprise can have the same capacity- 
creasing, investment-depressing effect, but cannot have the stability of 
the whole economy as their primary objective, anyway. These adverse 
actions are pointed out here by way of qualifying the purely quantitative 
ndone-sided analysis of public-works programmes as an income-employment 
mnerator. It would be a mistake, however, to draw the rash conclusion 
hat public-works programmes are never compatible with private enterprise. 
§uch a conclusion is as extreme as the opposite conclusion that public-works 
pogrammes are the quickest way to achieve state socialism. Professor Han- 
wa, while he judiciously avoids such extreme conclusions, nevertheless over- 
boks the aforementioned antinomy of public expenditure programmes that 
iscourages the private inducement to invest while at the same time encourag- 
ig greater induced consumption by the private sector receiving those 
wblic outlays as factor incomes. 

Keynes was aware of the possibility that ‘‘ the Government programme 
may, through its effect on ‘ confidence,’ . . . retard other investment.’’ * 
This awareness of the possible conflict between the aim of increasing induced 
onsumption and the other aim of stimulating private investment led Keynes 
omention ‘‘ pyramid-building, earthquakes, even wars’ * as being better 


'See R. F. Harrod, Towards a Dynamic Economics (1948) and E. D. Domar, Essays in the Theory 
§ Economic Growth (1957). However, they call attention to the capacity-increasing effect of 
minly private investment. 

* Cf. S. S. Alexander, ‘‘ Opposition to Deficit Spending for the Prevention of Unemployment,” 
hume, Employment and Public Policy (In Honor of A. H. Hansen), 1948. Professor Hansen, 
twever, lightly dismisses such opposition as “‘ rapidly vanishing” (Hansen, op. cit., p. 169). 

* General Theory, p. 120. 4 Ibid., p. 129. 
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than laissez-faire. He did not, of course, favour such obviously wastefy] 
public-expenditure projects, but the fact remains that those projects of the 
non-stock-raising type, however wasteful, are in the nature of the case les 
competitive to private investment and private enterprise. Here lies the 
danger, despite Keynes’ intentions to the contrary, that the desire not to 
impair business confidence may make policy-makers look upon “‘ pyramid. 
building ”’ and “‘ wars ”’ as the most practical form of compensatory expendi. 
tures. Thus perverted, Keynesian policies are naturally open to the criti. 
cism that they foster unproductive and undemocratic ‘“ make-work” 
ventures, such as are historically associated with the Nazi regime in pre-war 
Germany. Even though one can properly dismiss such a line of criticism 
as a gross misunderstanding of Keynes’ intentions, one may not cavalierly 
disregard the above danger as an objective possibility. For this danger js 
a painful reminder of the antinomic character of Keynes’ theory of effective 
demand, that is, a contradiction between the equally valid principles of 
inducing consumption and ‘‘ pump-priming ”’ private investment, and hence 
an implied contradiction between public-expenditure programmes to increase 
the former and those to stimulate the latter. 

Similarly, tax programmes to encourage private consumption will be 
found to come in frequent conflict with tax programmes to stimulate private 
investment. Progressive taxation, which Professor Hansen favours on both 
compensatory and welfare grounds, could be carried to a point where the 
private motive to accumulation, the profit motive to production and the 
private inducement to invest are all so reduced as to offset its beneficial 
effect on consumption-demand.! Such a possibility is especially strong in 
a full-employment economy, since progressive tax rates, tax subsidies to 
low-income families, a reduction in retrogressive sales-taxes and other tax 
measures to sustain consumption-demand in conditions of full employment 
would bid away fully employed resources from the capital-goods industries— 
at least in a relatively short period during which technological advance and 
population growth could not be relied upon to make up for the diminished 
quantity of capital. A tax measure to stimulate investment could als 
prove self-defeating, as Professor Hansen has himself hinted. The 
accelerated-depreciation tax policy, for example, could be pushed to a point 
where private firms are encouraged to “scrap useful and comparatively 
new plant and equipment,” which Professor Hansen criticises as ‘‘ a highly 
wasteful use of resources,”’ 2 but which one may criticise also as leading to 
such an over-accumulation of plant and equipment as to diminish the 
profitability of future investment. If investment-demand is thus reduced, 
income and induced consumption will fall via the reverse operation of the 
multiplier principle and in a self-defeating manner. 


1 Compare E. C. Brown, “‘ Business-Income Taxation and Investment Incentives,” Jncont, 
Employment and Public Policy. 
2 Hansen, op. cit., pp. 134-5. 
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What of counter-cyclical monetary policy? If a cheap-money policy 
staken as an integral part of Keynes’ social philosophy as well as his 
xonomic theory, then far-reaching difficulties are bound to arise. On the 
me hand, Keynes’ fundamental attitude toward the “‘ functionless investor ”’ 
ratier) would logically lead to an “interest-free society,’ which Mr. 
farrod recommends and defends on the ground that “it would enable us 
dispense with the collectivist method of attacking capitalism.”? But 
ie trouble may arise when, not the collectivist, but the entrepreneur for 
yhose benefit an interest-free regime is intended, starts asking whether the 
Keynesian denial of interest as a defensible property income will not even- 
wally cast a serious doubt on the propriety of profit as a property income 
ad the institution of private ownership itself. Professor H. C. Wallich, 
ythaps sensing such entrepreneurial apprehensions, has already raised 
westions of this kind.? Both the traditional criticism of monopoly profits 
sviolating the rules of the competitive game (because it represents the 
aploitation of an inelastic demand curve) and the trade-union argument 
yainst profit-takers’ tendency to make up for higher labour costs (due to 
ligher-wage movements) by raising prices even when they can absorb 
tem in reduced profits are indicative of profit being less functional than 
Keynes supposed on the tacit assumption of a competitive model. Thus 
viewed, the Keynesian cheap-money policy carries with it the far-reaching 
implication that the very entrepreneur whom it is intended to protect 
wainst the rentier’s “‘ oppressive power . . . to exploit the scarcity-value of 
apital’”? > may himself face that “‘ euthanasia’? which Keynes thought 
applicable only to “‘ the rentier aspect of capitalism.” 

Professor Hansen does not discuss these fundamental questions of 
nonetary policy, limiting himself to “‘ the dangers of large changes in interest 
rates”? 4 to capital markets. He objects to drastic <hanges in interest rates 
m the ground that such interest changes, even when designed to promote 
pice stability, cannot be brought about except at the risk of provoking 
“general all-round instability of capital values ’’ (presumably via the inverse 
lation of interest rates and capital values). Since this latter de-stabilising 
diect on capital markets ties the hands of the monetary authority, Professor 
Hansen makes that effect out to be a “‘ basic ’’ case against monetary policy 
brfiscal policy. He comes close to admitting that if the monetary authority 
tid not have to worry about possible capital losses to banks and insurance 
wmpanies, a consequentially feasible dear-money policy might be effective 
in checking inflation. Such an admission would, of course, weaken his 
ase for fiscal policy. Professor Hansen might have made a more cogent 
ase for fiscal measures to reduce inflationary pressures, had he argued that 
ihe interest-inelasticity of public and private investment would render any 


' Harrod, op. cit., p. 147. 
* See his ‘‘ The Changing Significance of the Interest Rate,’’ American Economic Review, December 
M6 


* General Theory, p. 376. 4 Hansen, op. cit., pp. 53 ff. 
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excessive reliance on the rate policy largely unfruitful, and if he had frankly 
recognised the fact that the large and growing public debt of the United 
States sets a practical limit to the upward movement of interest rates. Even 
the interest-elasticity of public-utility and housing enterprises (usually 
considered exceptions to the interest-inelasticity of investment in general) 
is likely to be reduced in the conditions in which the population is growing 
at a fairly rapid rate and the backlog of pent-up demand still lingering on— 
in sum, the post-war boom conditions tending to increase the marginal 
efficiency of capital relatively to any practicable maximum rate of interest, 

Professor Hansen could have shown that a short-run dear-money policy 
to offset a reduction in the real value of interest income (though usually 
effected in the name of general anti-inflation policy) due to rising prices 
would run counter to the long-run objective of stimulating “‘ growth in. 
vestment”’ in fixed capital to that Keynesian extent of ‘‘ the products of 
capital selling at a price proportioned to the labour, etc., embodied in them 
on just the same principles as govern the prices of consumption-goods into 
which capital-charges enter in an insignificant degree.’’! In Professor 
Hansen’s hands all the objections to interest-rate policies become largely 
an argument in favour of fiscal policy, instead of becoming also a basis for 
showing how difficult it is for the monetary authority to reconcile the rentier 
aspect of capitalism with its entrepreneurial aspect, a difficulty which even 
Keynes apparently underestimated. For Keynes apparently considered 
it both desirable and feasible to do away with the rentier aspect of capitalism 
without thereby seriously contradicting his fond purpose of encouraging the 
entrepreneur et hoc genus omne. Such a contradiction does not arise as long 
as one deals with the rate of interest relative to the marginal efficiency of 
capital, abstracting from dynamic shift factors affecting the marginal 
efficiency of capital schedule itself. But as soon as it is realised that the 
phenomenon of interest considered as a functionless reward has ominous 
implications for the phenomenon of profit and for the whole institution of 
private ownership, investment incentives may be reduced so as to shift the 
marginal efficiency of capital schedule downward, thus offsetting any 
beneficial effect which a low interest rate may have on planned investment. 

So much for the limitations on a mixed economy, limitations arising not 
only from the antinomic nature of Keynes’ own underconsumption-under- 
investment theory but from the dualistic nature of a mixed public-private 
economy itself. Let us now turn to the other major American development 
in the economic field. 


II. LimmraTiIons ON A WELFARE STATE 


Professor Hansen conceives a welfare state primarily as ‘‘ a redistributor 
of income and a collosal purchaser of the products of private enterprise ”* 


1 General Theory, p. 221. 2 Hansen, op. cit., p. 149. 
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and justifies it as ‘‘ a solid foundation upon which to build a full-employ- 
ment program.” + He makes allusion to Keynes as a de facto social-welfare 
reformer when he observes: ‘‘ The General Theory, with its emphasis on the 
consumption function, taught us, however, that the social-security program 
was not only good social ethics but also good economics.” ? Thus Professor 
Hansen relates the American welfare state to Keynes through the latter’s 
interest in an equitable distribution of income and wealth, the stabilisation 
of employment and the promotion of consumption-demand. In other 
words, Keynes is thought of as having provided an economic justification of 
what had been largely a humanitarian sentiment, even though the idea of a 
welfare state antedates Keynes. The welfare state based on Keynesian 
economics, together with the mixed economy discussed in the preceding 
section, is supposed to guarantee the stable growth of the American economy. 
There are a number of serious limitations on the welfare state as a stabilising 
and sustaining factor, however. 

There is a strong possibility that welfare expenditures will seriously 
conflict with military expenditures in a nation that is more defence-conscious 
than it is welfare-conscious. Professor Hansen himself alludes to such a 
possibility when he says that ‘‘ the national-security budgets compete with 
the growing urgent need for much larger long-range social-welfare budgets ”’ 
but that ‘‘ we should all agree that national security comes first.” * How- 
ever, Professor Hansen gives us no satisfactory escape from the warfare— 
welfare dilemma, except to urge that America should “ increase now by a 
substantial amount our long-range public-welfare budgets ’’ presumably 
without reducing “‘ our military program.‘ It is hard to see how the 
kind of long-range social welfare programme envisaged by Professor Hansen 
can be financed on an increasing and continuing basis without at the same 
time reducing defence expenditures even in so wealthy a country as the 
United States—unless the national income can be supposed to increase at 
a much faster rate than at present. Unlike an abstract welfare state that 
occupies a celestial space untroubled by so mundane a problem as the 
welfare vs. warfare controversy, a concrete welfare state must find shelter 
in a real world fraught with contending ideologies and conflicting scales 
ofvalue. Until and unless the practical men of affairs become demonstrably 
willing and able to vote for larger welfare budgets than for defence budgets, 
they will, it is to be feared, continue to think of national welfare primarily 
in terms of military preparedness and so to frustrate such a genuinely welfare 
programme as Professor Hansen recommends on both economic and humani- 
tarian grounds. ‘The resulting welfare programme may fall far short of pro- 
viding effective built-in stabilisers. This limitation is a limitation not so 
much on a welfare state per se as on a mixed welfare—warfare economy. 
In so far, moreover, as the welfare state has anything to do with Keynesian 


1 Hansen, op. cit., p. 38. 2 Ibid., p. 159 n. 
3 Jbid., p. 148. * Ibid., pp. 148-9. 
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thinking, the above limitation is that of Keynes’ and Professor Hansep’; 
over-idealised notion of the state both as a superb balancing agent and a 
a supreme judge of social priorities. 

Next, let us consider Professor Hansen’s argument in favour of “‘ redistyj. 
butive processes of the welfare state designed to broaden and deepen the 
consumption base.’’! Once a fiscal redistribution of income and wealth 
has been accepted as conducive to economic stability and welfare, the next 
logical step will be to question not only the traditional theory of distributiog 
but also the existing system of distribution based on private property and 
factor pricing. For it is natural for egalitarians to dispense with redistriby. 
tion, fiscal or otherwise, if they feel that they can permanently solve the 
problem of income disparities by modifying property relations that pre 
determine those disparities. Thus, on the one side, the welfare state tends 
to encourage egalitarians of the “‘ underconsumption ”’ type to move from 
a redistribution policy based on given property relations to a distribution 
system based on entirely different property relations and so to discourage 
private enterprise in general and private investment in particular. Keynes 
was himself somewhat responsible for this tendency, for he accepted J. A. 
Hobson’s underconsumption doctrine tracing underemployment to in- 
equality as being “‘ undoubtedly in the right,’’? albeit in conditions of 
laissez-faire investment. 

On the other side, Keynes’ economic theory built around the strategic 
importance of private investment, coupled with his social philosophy granting 
** significant inequalities of incomes and wealth ’”’ as a useful concession to 
human motivation and as a helpful incentive to creative activities,* would 
serve to restrain any extreme egalitarian tendency which his other theory 
of underconsumption may foster. Realisation of Keynes’ antinomic attitude 
toward the question of distribution would probably have the ultimate effect 
of stopping the redistribution function of the welfare state short of the point 
where it could, via the otherwise increased quantitative importance of 
comsumer incomes and expenditures, contribute substantially to the 
stabilisation programme. Thus it is by no means obvious that the redistribu- 
tion feature of the welfare state can be counted upon as providing so solid 
a basis for the full-employment programme as Professor Hansen claims. 

Lastly, no discussion of the welfare state is complete without some 
reference to the possible effects of monopoly on consumer welfare, invest- 
ment stability and technical progress. In so far as a welfare state represents 
also a strong anti-monopoly atmosphere, as it does in the United States, the 
notion of built-in stability becomes extremely ambiguous and incongruous. 
Perhaps this is the reason why Professor Hansen leaves out anti-monopoly 
legislation from his list of built-in stabilisers which the welfare state i 
supposed to provide. However, his professed predilection for a “ high- 


1 Hansen, op. cit., p. 157. 2 General Theory, pp. 324-5. 3 Ibid., p. 374. 
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wage, low-profit ’’ regime ? is strongly suggestive of anti-monopoly volition. 
Professor M. Bronfenbrenner in a Schumpeterian critique has challenged 
Professor Hansen’s “‘ high-wage, low-profit’’ scheme as of dubious com- 
patibility with dynamic capitalism.? At any rate, it is important to con- 
sider the problem of monopoly in relation to the welfare state, both because 
monopoly has a vital bearing on the equitable distribution of income, and 
because monopoly is variously viewed as helping stable growth and as 
hindering it. Anti-monopoly legislation considered as an integral part of 
the welfare state will be found to present a serious dilemma for the American 
economy. 

On the one hand, the reduction of monopoly may stimulate the private 
inducement to invest as well as the private propensity to consume via the 
sequence of lower consumer prices relative to money wages, higher real 
wage income, increased consumption expenditure, exhausted capacity in 
the consumer-goods industries, increased orders for capital goods and finally 
increased output of capital goods in the capital-goods industries. This 
beneficial effect of anti-monopoly legislation on consumer welfare and 
investment-demand is what Mrs. Joa:. Robinson’s explanation of mono- 
polisation implies. Applied to the American economy, Mrs. Robinson’s 
implicit case against monopoly acquires cogency and plausibility, for in 
that economy the growth of monopoly has tended to strengthen the propen- 
sity to save (out of corporate profits) more than it has stimulated the induce- 
ment toinvest. Apropos, Keynes warned against excessive corporate saving 
such as monopoly would encourage when he observed: “It is possible . . . 
that the extreme financial conservatism of corporate finance in the United 
States, even during the slump, may account for it [the low marginal pro- 
pensity to consume and hence a high leakage coefficient in the multiplier 
equation].”’ 4 

On the other hand, the same reduction of monopoly may militate against 
private investment if Schumpeter’s theory of monopoly is correct. For 
according to Schumpeter, “‘ trustified capitalism ’’ tends to promote innova- 
tional investment through: (a) a favourable reaction on the cost-reducing 
type of research and know-how; (d) the stimulating effect on innovations 
of stable monopoly profits due to the downward rigidity of monopoly prices; 
and (c) the encouraging effect of monopolized finance on the industrial 
application of available inventions and innovations.* The logical implica- 
tion is that anti-monopoly legislation does the private inducement to invest 
more harm than good. However, Schumpeter’s explicit case for monopoly 
as the “‘ creative destroyer’ of dynamic capitalism and his implicit case 
against anti-monopoly legislation as a possible impinger on innovational 

? See his Economic Policy and Full Employment (New York, 1947), pp. 48-9. 

* See his “‘ Some Neglected Implications of Secular Inflation,” in Post Keynesian Economics. 

* See her The Accumulation of Capital (London: Macmillan, 1956), p. 78. 


* General Theory, p. 128. 
® See his Capitalism, Socialism and Democracy (1947), Chapter 8. 
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investment are open to the following objections. First, monopoly may, 
via its decreasing effect on real wages (this via raising consumer prices 
relatively to money wages), depress consumption-demand and so offset any 
stimulating effect it may have on investment-demand. Second, monopoly 
may have the effect of making the adoption of capital-saving techniques (or 
labour-using ones) profitable via its decreasing effect on real wages, thys 
making for a weaker accelerator. Thirdly, monopoly may, via its tendency 
to restrict output, make the presence of excess capacity a normal phenomenon 
and so render the acceleration principle less operative than otherwise, 

The main point to be stressed here is that the diametrically opposed views 
of monopoly as a force making for secular growth and as a force making 
for secular stagnation, in so far as they are taken to be both valid, would 
probably entail some compromise between extremely pro-monopolistic and 
extremely anti-monopolistic policies. The resulting half-hearted ant- 
monopoly programme of the welfare state can hardly be said to provide effec- 
tive built-in stabilisers or to promote an equitable distribution of income 
and wealth. This last limitation is fundamentally a limitation on a mixed 
monopoly—competition economy. It is also a limitation of Keynes’ theory 
(in contradistinction to post-Keynesian economics) lacking a macroeconomic 
treatment of monopoly. 


CONCLUDING OBSERVATIONS 


Professor Hansen takes great pains to identify Keynesian policies with 
capitalism and to dissociate them from socialism. Thus after comparing 
Keynes’ General Theory favourably with Marx’s Das Kapital, Professor Hansen 
hastens to add: ‘‘ The book is not an attack on private enterprise. Indeed 
Keynesian policies have . .. immeasurably strengthened the _private- 
enterprise system.” ! By contrast, Keynes seemed willing to err on the 
side of socialism rather than on the side of capitalism. Thus the author 
of the General Theory proclaimed: ‘‘ The purpose of the book as a whole 
may be described as the establishment of an anti-Marxian socialism.”* 
True, it was a socialism of the anti-Marxian variety that Keynes intended 
to establish theoretically, but it is significant that he did not say “ an anti- 
Marxian capitalism” instead. Perhaps this difference between Keynes 
and Professor Hansen is a reflection on their respective “‘ anti-capitalist 
volition’ and “‘ pro-capitalist volition,’ as Schumpeter would say, but it 
may be a reflection also on two different political climates in which “ social- 
ism’ is a more or less discussable subject. Be that as it may, the fact that 
Professor Hansen finds it necessary to stress Keynes as a saviour of capitalism 
and to defend Keynesian policies against those criticising them 3 
** socialistic ’’ is strongly indicative of the underlying antinomy of Keynesian 

1 Hansen, The American Economy, p. 167. 


2 General Theory, p. 355. See, in this regard, Mrs. Joan Robinson’s rather independent appraisil 
of Marx in her ‘‘ Marx and Keynes,” Collected Economic Papers (1951). 
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analysis and policies. For we have seen that Keynes’ theory of consumption 
ends to encourage radical policies, while his theory of investment tends to 
courage conservative policies. Our analysis of those antinomic elements 
yould suggest that the mixed-economy, welfare-state scheme of things is 
likely to prove less solid a basis for stable growth than Professor Hansen 
supposes and less automatic a transition to a full democratic socialism than 
ome followers of Keynes seem to imagine.! 

Professor Hansen might be right in stressing the fiscal, monetary and 
other Keynesian policies designed to stabilise aggregate demand as adequate 
fr the American economy with abundant resources but without stable 
markets. But such policies may not be adequate for other economies with 
girly stable demand but without sufficient domestic resources or sufficient 
foreign-exchange reserves. The chances of the American economic revolu- 
tion succeeding along Keynesian lines are greater than critics of Keynesian 
policies are willing to admit, for, despite the limitations discussed above, 
parliamentary body politic, common suffrage, social security programmes, 
collective bargaining, mass education and other social-democratic practices 
in the United States are likely to give effect to more far-reaching social and 
economic reforms than anyone could have thought possible during the last 
century. The necessary reservation to have here is that the American 
economy may go beyond what Professor Hansen’s mixed-economy, welfare- 
state approach would allow: (a) if moderate Keynesian policies prove 
inadequate to the task of maintaining stable growth, and (4) if other pre- 
dominantly private-enterprise economies adopt, for economic or political 
reasons, more drastic programmes than Keynes intended for “‘ the democracy 
of nations.”’ 

It may be true that the American economy has become less susceptible 
to instability, not in spite but because of Professor Hansen’s “‘ stagnation 
thesis” and his anti-stagnation policy recommendations, as his book seems 
toimply. But it would be amiss for any one to infer that therefore the 
esentialiy unstable nature of a predominantly market economy has dis- 
appeared. That cyclical growth is the essential way in which capitalism 
develops seems to remain as valid to-day as when Schumpeter held it in 
his day. The success of the American economic revolution based on 
Keynesian theory and policies will depend increasingly on future progress 
“toward a blurring of the distinction between capitalism and other systems,”’ 


’ See, e.g., J. Strachey, Contemporary Capitalism (London: Victor Gollancz, 1956); H. Gaitskell, 
Recent Developments in British Socialist Thinking (London: Co-operative Union, 1956); C. A. R. 
Crosland, The Future of Socialism (London: Jonathan Cape, 1956). These writers may not con- 
sider themselves as followers of Keynes, but what they write seems to be in line with Keynesian 
thinking. In this regard, Professor P. T. Homan reports “a thoughtful British socialist ” as 
sing: “‘ The basis of present British Labour policy is not Marxian or Webbian, but Keynesian.” 
(See his ““ Socialist Thought in Great Britain,” American Economic Review, June 1957.) However, 
Professor Homan may be over-optimistic in his conclusion that “‘ the day of the prophetic Utopian 
vision, equally with the day of the Marxist imperative, appears to be over [presumably in Great 
Britain as well as in the United States].” 
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toward that blurring process which is attributed to ‘‘ the influence of th 
Keynesian school.” + For both the romantic sympathy for “‘ capitalism” 
and the doctrinaire support for “socialism ”’ must give way to an elast 
realism, if the mixed-economy, welfare-state approach is to be given {yl 
play, to experiment with social and economic reforms boldly and imagina. 
tively. A modern mixed economy undergoing the Keynesian Revolution 
has the unique opportunity to demonstrate the wisdom of planning fy 
stability and growth ‘‘ whilst preserving efficiency and freedom ”’ 2 and oy 
the basis of clear and perceptive recognition of the limitations which thy 
economy itself occasions. 
KENNETH K. Kuripara 
Rutgers University. 


* See D. M. Wright, “The Prospects for Capitalism,” A Survey of Contemporary Economics (H. §, 
Ellis, ed.), 1948. 
2 Keynes, General Theory, p, 381. 
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IMPORT RESTRICTION AS AN INSTRUMENT OF 
BALANCE-OF-PAYMENTS POLICY! 


I. INTRODUCTION 


Wat contribution can import restrictions make to balance-of-pay- 
ments policy? Three stages of thought on this question can be distinguished. 
The first may be called the partial equilibrium approach, the second the 
absorption approach and the third the real-income approach, which under- 
lies the present paper. 


(1) The partial equilibrium approach concentrates attention on the 
effect of import restrictions on the particular imports restricted and 
tends to take for granted that the resultant saving in imports con- 
stitutes a net gain to the balance of payments. 

(2) The more recently developed absorption approach has cast doubt 
on the capacity of import restrictions to secure a given improvement 
in the balance of payments.?, This approach emphasises that an im- 
provement in a country’s balance of payments implies an increase in 
savings, a decline in investment or some combination of the two.* 
Import restrictions may well lead to a temporary increase in saving, due 


1 This paper was written in the course of a study (financed by a grant from the Rockefeller 
Foundation) being undertaken at the National Institute of Economic and Social Research on the 
us of import control in the United Kingdom since the War. The authors are indebted for helpful 
comments from Professors G. Haberler, H. G. Johnson, J. E. Meade and R. Nurkse, Mr. W. A. B. 
Hopkin, Mr. L. Klein, Mr. A. Maizels and Mr, M. Fg. Scott. 

! The term ‘‘ absorption approach ”’ was introduced by S. S. Alexander in his paper “‘ Effects 
ofa Devaluation on a Trade Balance ”’ in I.M.F. Staff Papers, April 1952. 

Cf. R. Nurkse, ‘‘ The Relation between Home Investment and External Balance in the Light 
of British Experience, 1945-1955,”’ Review of Economics and Statistics, May 1956, p. 138: ‘‘ Balance 
of payments measures such as import restrictions . . . cannot be relied upon as automatic means 
of bringing about a country’s absorption of goods and services within the limits of its total produc- 
tin... . Only in conjunction with some deliberate measure of restraint on total spending can 
the restriction of imports in this case bring about any lasting relief to the balance of payments.” 

Cf. also H. G. Johnson, ‘‘ Sketch of a Generalization of Keynesian Balance-of-Payments 
Theory,” The Indian Journal of Economics, July 1956, p. 55. ‘“‘. . . though exponents of controls 
often argue as if an import prevented were a saving made, there is no reason for assuming in general 
that residents will consume less rather than more in total when imports are restricted.” 

+ In the “‘ absorption approach ”’ the balance of payments B is generally defined in terms of 
B= Y — E, where Y is total income from home production and E is total domestic expenditure. 
This can be derived from the usual foreign trade definition as follows: 

Let M be total imports (which, for simplicity, may be assumed to consist exclusively of 

finished goods) and 
X the total production of exportables, of which X; is consumed at home and Xj exported, 
so that 
X = Xn + Xy 
Y be total income derived from production of exportables, X, and of goods sold only on 


the home market, H, so that 
YT=X+H [continued on page 484 
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to the delay in re-arranging the pattern of expenditure or to postpone. 
ment of expenditure in anticipation of the restrictions being removed; 
they may also lead to a temporary fall in investment, due to a runnin 
down of stocks; but there is no certainty that they will lead to th 
desired long-term rise in saving or fall in investment. Indeed, in condj.- 
tions of full employment and with sticky prices (hence no marked shift 
to profits), the long-term effect of import restrictions on the baiance of 
payments may even be adverse.!_ To ensure a given long-term improve. 
ment in the balance of payments, it has been emphasised that impor 
restrictions need to be accompanied by disinflationary measures designed 
to produce the required “‘ disabsorption ”’ of resources. 

(3) The question then arises: if it is the disinflation which produces 
the indispensable ‘‘ disabsorption,” and if import restrictions make no 
certain contribution to the required rise in saving or fall in investment, 
what is the object of using them at all in conjunction with disinflation? 
The answer is that the contribution of import restrictions in this con. 
nection must be looked for not in their effect on the balance of payments 
as such, but on the level of real income at which a given improvement 
in the balance of payments is attained. It is this third stage of thinking 
about import restrictions which we have called the real income approach, 
and which lies at the basis of the present paper. 


II. A Stmpte DIAGRAMMATIC REPRESENTATION 
Two Basic Assumptions 
The three approaches discussed above may be illustrated rather crudely 
in terms of a familiar indifference-curve diagram. In using this type of 
analysis we start with two simplifying assumptions: 


(a) Constant Distribution of Income. In the first place we ignore the 
effects of the various balance-of-payments measures considered on the 





E be total domestic expenditure on finished goods, both for consumption C and investment 
I, so that 
E=C+I=H+M+4+% 


Then the balance of payments (surplus or deficit) 


B=xX,—M 
=X—X,—M 
= (Y — H) — (E—- BH) 
=Y-E 
But, also, total income is distributed between saving S and consumption C, so that 
YT=S+C 
andE=I1+C 


so also B= S—I 

1 This would occur if the fall in real income due to the distorting effect of import restrictions 

on the allocation of expenditure led to a fall in saving. In conditions of full employment there 
would be no possibility of this ‘‘ distortion effect ’’ of import restrictions, which reduces real income, 
being compensated by a rise in real income due to employment creation. 








1958) 


oe a 


re = fF © — & 








y 











IMPORT RESTRICTION AND BALANCE-OF-PAYMENTS 485 


distribution of income; in other words we treat the community as 
though it were a single individual. 

(b) Constant Prices. Secondly, we assume that all prices, domestic 
and foreign, remain constant.1_ This has two important implications. 
In the first place, it means that the effect of balance-of-payments policy 
on the terms of trade is being ignored. Second, it implies the possibility 
of disequilibrium between supply and demand—either excess demand, 
manifesting itself in lengthening order books, queues and rationing, or 
excess supply, resulting in unsold stocks or unemployment.? 

It may be noted that the assumption of constant prices excludes also 
changes in the exchange rate. Attention here is focused primarily on 
the effects of import restrictions and deflation. Exchange adjustment 
can be an alternative or an additional instrument of balance-of-pay- 
ments policy; its role is discussed briefly in Section XI below.® 

The consequence of removing these two assumptions is discussed in 
Section X below. 


Diagrammatic Representation of the three Approaches 

In Fig. 1 imports are measured along the X-axis and home-produced 
goods (both home-market goods‘ and exportables) up the Y-axis; the 
quadrant XOY contains a map of community indifference curves. The 
fxed price ratio between imports and home-produced goods is shown by 
the slope of the expenditure line R,Sy. The initial income is OS, in terms 
of imports, or OR, in terms of home-produced goods. RS, is tangent to 
an indifference curve at 7, which shows the initial position at which OU of 
imports is bought and UT, of home-produced goods. Ty, is assumed to be 
a position of full employment,® but with a balance-of-payment deficit of 
%U (= KT,) which it is desired to remove. We can now see how this 
problem appears under the three approaches distinguished above. 


1 For present purposes it is necessary only to assume that prices are not responsive to the par- 
ticular measures, import restrictions and disinflation, under consideration; we are not concerned 
with price changes arising for other reasons. While the assumption of constant prices is primarily 
an expository device, it has also a certain relevance to the United Kingdom economy, where prices 
are notoriously sticky, and particularly to the early post-war years, when prices were largely subject 
to control. . 

1 The concept of excess foreign demand for exports is particularly important in the case of 
capital goods—Britain’s major export—which are made to order, and where shortening or lengthen- 
ing of delivery periods, rather than price fluctuations, is the rule. 

* Post-war experience has suggested that the assumption of a fixed exchange rate, like that of 
sticky prices, may also be not so unrealistic; in practice there appears to be considerable reluctance 
to use exchange adjustment as a corrective to balance-of-payments disequilibrium. 

‘ Ie., goods produced at home only for the home market, as distinct from exportables, which 
are produced both for export and for the home market, and of imports, not produced at home, 
These home-market goods are sometimes described as sheltered or non-foreign trade goods. 

' The concept of full employment is used here and subsequently in the absolute sense that no 
increase in output of goods and services can be squeezed out of the existing resources, i.e., that the 
tasticity of supply of home-produced goods is zero. 
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(1) According to the partial equilibrium approach all that is required js 
an import cut of ZU (= KT,), which would produce the desired 
balance-of-payments improvement. 

(2) The absorption approach takes account of what happens to K i 
the money which can no longer be spent on the restricted i Imports, If 
there is no reason to expect import restrictions to lead to an increase 
in saving or a fall in investment the frustrated demand will be diverted 
on to home-produced goods, Given that 7, was a position of fil] 
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employment, this increased demand for home-produced goods can be 
satisfied only at the expense of exports,! which will then fall by KV, 
equivalent in value at the fixed price ratio to KT,. In these circun- 
stances the import cut of XT, will produce no improvement in the 
balance of payments. The only way to improve the balance of pay- 
ments is to reduce domestic absorption, and this means deflation. 
Deflation is represented in Fig. 1 by a parallel downward shifting 
of the expenditure line RySy; it leads to reductions in expenditure 
on imports and on home-produced goods determined by points of 
tangency of successive expenditure lines with indifference curves, 
i.e, a movement down the consumption line 7,7,. To ensure the 
required improvement in the balance of payments T,X, home expenditure 


1 If not all imports are subject to restriction, part of the frustrated demand may be diverted 


to unrestricted imports; the effect on the balance of payments is the same as if it flowed only to 
exportables. 
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must be deflated from the initial level RyS, to RS, At this point imports 
will have fallen by the required amount 7,X. Moreover, not only will 
there be no additional home demand diverted to exportables, there will 
actually be a net reduction in domestic demand for home-produced 
goods of KT,. This implies unemployment,’ and though this is an 
unfortunate by-product of removing a balance-of-payments deficit by de- 
fla‘ion, at least the balance-of-payments improvement has been secured. 
(3) At this point the “ real income”? school comes in to show that 
with the help of import restrictions the unwanted unemployment KT, 
can be avoided. Instead of deflating to R,S,, it is necessary to deflate 
only to R,S,, if that deflation (or “‘disinflation’’ as it might now be 
called *) is accompanied by an import cut. This amount of disin- 
flation * serves to avoid the diversion of any new expenditure on to 
exportables (and hence ensures that the import cut yields a net improve- 
ment in the balance of payments of the required amount), but also 
avoids any actual reduction of expenditure on home-produced goods 
which would cause unemployment. 
It is true that the import cut causes some distortion of demand; this is 
indicated on the diagram by the fact that though money expenditure is the 
same as it would be at 7;,, the resultant real income is equivalent only to 
money expenditure at M. But M is still substantially better than 7,; 
so long as home-produced goods constitute any sort of substitute for im- 
ports (i.¢., the indifference curve at X is not vertical), the loss through 
distortion at A will be less than that through unemployment at T,. 
Two Implicit Simplifications 

This, then, is broadly the ‘“‘ real income approach”’ rehabilitation of 
import restrictions. But the picture presented here is an over-simplifica- 
tion, in two important respects: 

(a) In the first place, if there is any excess demand for exports, the 
reduction in expenditure on home-produced goods due to deflation 


1 The unemployment may take the form of underemployment, resulting in loss of output. 
Throughout this paper the expression “‘ unemployment” may be taken as covering “‘ under- 
employment ”’ also. 

* The term deflation has been used to cover any reduction in domestic expenditure, irrespective 
of whether it creates unemployment or only avoids excess demand for domestic resources. It 
is often more appropriate to describe a reduction in expenditure serving only to counterbalance 
the increased demand for domestic resources resulting from import restriction or some other such 
measure—so that the total demand for home output is unchanged—as disinflation. 

* The necessary amount of disinflation, from RyS, to RySz, can include any automatic de- 
flationary effects (increased saving or decreased investment) of the import restrictions with which 
itis combined. It represents a net change in expenditure resulting from expenditure policies 
plus import restrictions. 

‘ A broadly similar argument can be used to “ rehabilitate” devaluation against criticisms of 
its efficacy from the side of the absorption approach. The argument is relevant to a comparison 
of the effect of deflation alone with that of deflation accompanied either by import restriction or 
devaluation; but not to a comparison of the merits of these alternative accompanying measures. 
See Section XI below. 
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will not wholly cause unemployment: to some extent it will release 
more goods for export, and thereby contribute to the improvement jp 
the balance of payments. In this case deflation would not need ty 
proceed as far as R,S, in order to secure the desired improvement, nor 
would as much unemployment as 7,X result. 

(6) In the second place, if To ts not a position of absolute full employment, 
the demand V,X diverted on to home-produced goods by an import cut 
of KT, need not wholly flow to the detriment of exports: in part, it 
may serve to increase home output and employment. 


The effects of these complications are dealt with in subsequent sections 
of this paper. 


> 


III. ‘* Erriciency ” 


Definition of Deflation-efficiency 

Our main purpose is to compare the effect on real income of securing a 
given improvement in the balance of payments, on the one hand, by means 
of deflation combined with import restrictions and, on the other hand, by 
means of deflation on its own. We consider first the effect on the balance 
of payments and real income of deflation on its own. 

A change in total domestic expenditure, E, on both consumption and 
investment, is distributed between home-market goods, H, imports, M, and 
exportables, X, in accordance with the marginal propensities to consume 
these goods, modified by the effects of existing controls and supply limita- 
tions. The ratios in which marginal changes in expenditure are distributed 
between these types of goods may be denoted by hf, m and x, such that 
h+m+x=1. 

A policy of deflation is one directly reducing E. A reduction in E of 
AE will reduce expenditure on H by hAE, on M by mAE and on X by xAL. 
To some extent these changes benefit the balance of payments; to the 
extent that they do not, they create unemployment. The ratio of the net 
** balance-of-payments-improving ”’ effect to the whole (7.e., “‘ balance-of 
payments improving ”’ plus ‘‘ unemployment-creating ’’) effect we term the 
** efficiency ’’ of deflation, regarded as an instrument of balance-of-pay- 
ments policy. 


oF DEFLATION: THE EXPORT-PROMOTION Ratio ¢ 


The Export-promoting Ratio q: Role of Excess Demand for Exports 

The ‘‘ balance-of-payments-improving ”’ effect of deflation comprises two 
elements. The first is the direct effect of reduced expenditure on M, mA, 
and depends only on the marginal propensity to import. The second, which 
we may call the “‘ export-promoting ”’ effect, is the indirect effect of the 
reduced expenditure on H and X goods, in so far as the resources released 
result in increased exports. On our assumption of constant prices, this 
export-promoting effect can occur only in a situation where there is exces 
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reign demand for exports, and will be equal to the amount of excess foreign 
demand for exports, X,, or to X,, the amount of additional exportables 
released, whichever is less. X, itself is dependent on two further factors: 
fyst, the marginal propensity to spend on exportables, and second, the 
mobility of resources released from the home-market-goods industry. If this 
mobility is indicated by f, defined as the proportion of resources released 
fom producing H goods which move to the X goods industry, then X, = 
AB(x + fh). 

The unemployment-creating effect of deflation is the direct obverse of 
the export-promoting effect; it is that part of the reduction in expenditure 
on H and X which does not lead to increased exports that creates unemploy- 
ment. This may be the result either of lack of excess foreign demand for 
exports—so that the exportables released cannot be sold—or of deficient 
export releases themselves, due to an excessive marginal propensity to 
consume home-market goods combined with immobility of resources re- 
leased from their production. The ratio of export-promoting to unemploy- 
ment-creating effects of deflation (which we may call qg) can thus be defined 
as follows : 


(1) Where X, > X, 
— *tfh 
1” (=k 

(2) Where X, > X, 
X, 


1 Sew +H) — x, 


With ample foreign excess demand for exports (case (1)), the export- 
promotion ratio depends on: (a) the ratio between the marginal propen- 
sities to consume X and H, and (b) the mobility of resources released from 
H goods production.2 Unemployment-creation will be less and export- 
promotion greater: (a) the higher the marginal propensity to consume 
exports in relation to the marginal propensity to consume home-market 
goods, and (6) the greater the mobility of resources producing H goods. 

Where excess foreign demand for exportables is less than the amount 


1 We are assuming that the foreign demand for exports is not affected by the level of imports, 
tither through the foreign-trade multiplier or otherwise. 


* Formula (1) can be written 
sok eae 
*"34\T—y/ * => 
With a given ratio between the marginal propensities (j = constant) » 7 Varies with mobility; 
and, with a given degree of mobility (f= constant), g varies with the ratio of the marginal 
propensities. Mobility is important only where i is small, and the ratio; 


mobility is small. 


is important only where 
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of additional exportables released (case (2)), it is the size of the excess foreign 
demand for exports which alone determines the increase in exports. 


Determinants of Deflation-efficiency: m and q 
We may sum up the two main determinants of deflation-efficiency as 
follows: 
(1) m; 
(2) g, dependent on X, or X,, whichever is less; X, in turn being 


dependent on - and f. 


The two determinants operate on different sides of the balance of payments, 
the first determining the reduction in imports, the second the increase ip 
exports; but their effects are not independent of one another. The more 
important the first determinant (7.e., the nearer m is to unity), the les 
important the second. Deflation efficiency will be at a maximum (i.e., the 
whole of the deflation will result in an improvement in the balance of pay. 
ments) if either m = 1 org = ~; for it to be at a minimum (i.e., for the whole 
of the deflation to create unemployment) it is necessary that both m = 0 and 
q = 0. 


Diagrammatic Representation of Deflation-efficiency 


The concept of deflation-efficiency and its relation to m and q is illus 
trated in Fig. 2. Ty, is the initial position corresponding to an expenditure 
level shown by R,ySy. Deflation causes a movement down the consumption 
line, 7,7, inflation up the consumption line 7,7’. 

The slope of the consumption line T,7 depends on the marginal pro- 


pensity to import ( it is in fact ee 1), and determines the extent to which 


deflation reduces imports. The higher the marginal propensity to import 
(i.e., the nearer is m to unity), the flatter is 7,7. Ifm were to equal unity, 
then 7,7 would coincide with 7,2), and a balance-of-payments gain of 
T,K would be secured by a mere deflation to R,S,.. No question of u- 
employment would arise, since there would be no reduction in expenditure 
on home-produced goods. The lower is m, the steeper is 7,7; at the limit 
it coincides with 7,U, and deflation makes no contribution to the balance of 
payments via imports; its assistance to the balance of payments then depends 
only on the effect of reduced expenditure on home-produced goods in 
promoting exports. 

This effect on exports is shown by the g-indicator, T,Q, which divide 
the reduction in expenditure on home-produced goods in the ratio ¢ a 
between export-promoting (upper sector) and unemployment-creating 
(lower sector) respectively. Thus deflation to R,,S, reduces expenditure on 
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jome-produced goods by 7,,B,, of which B,A, increases exports and T,A, 


nA, 


: aa P : ‘ 
causes unemployment.! The ratio Ta the export-promotion ratio q. 
wen 





The net gain to the balance of payments is shown by 7,C,, made up of a 
reduction in imports of B,7, plus an increase in exports of B,A,; at the 
given price ratio between imports and home-produced goods the latter is 
yorth C,B,, in terms of imports. Deflation-efficiency is indicated by the 
ratio of this gain 7,C,, to the whole reduction in expenditure T,N. 
Similarly, 7,Q’ indicates the ratio g' between export-impeding and 
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employment-creating effects of inflation. An inflation to R,’S,’ causes an 
increase in expenditure on home-produced goods of B,,'T,,’, of which A,’B,’ 
will be at the expense of exports and A,'T,,’ provides increased employment. 
The net worsening of the balance of payments will in this case be 7,C,’. 

The g-indicator 7,Q, shows how far deflation needs to proceed in order 
to produce a given balance-of-payments improvement. Thus in Fig. 2, to 
secure an improvement of 7,K, expenditure must be reduced to RS; This 
will reduce imports by 7,B; and increase exports by A,B; (i.e., by B,K in 
tems of imports), together giving the desired improvement in the balance 
of payments 7,K. At the same time unemployment of A,T; will have been 
created. 


_ | In Fig. 2 the angles subtended by B,A, and 7,4, are marked x and -e to indicate increases 
in exports and decreases in employment respectively. 
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The q-indicator Qy7, need not be a straight line; the ratio of expon. 
promoting to unemployment-creating effects may vary with the extent of 
deflation. In fact, once X, > X,, i.e., once the excess demand for expory 
has disappeared (shown by the point 7, in the diagram) g becomes zen 
and the indicator 7,Q, horizontal. 

Nor is there any reason why the slope of 7,Q», the q-indicator, need be 
the same as that of J,Q,’. In the case of q, the ratio of export-promoting 
to unemployment-creating effects of deflation, we saw that the supply of 
exports, X,, might be increased almost indefinitely by deflation, but that 
there might be an effective limit on the demand side, if X,, the excess foreign 
demand for exports, were less than X,, the additional exports released. |y 
the case of g’, the export-impeding ratio of inflation, the limitation on the 
demand side, X,, is no longer relevant, since we are concerned with a 
reduction, not an increase, in exports. But, contrary to the case of deflation, 
q’ may be affected by limitations on the supply side, depending on the amount 
and distribution of initial unemployment and mobility of resources. Once 
full employment is reached in the X goods industry,’ then any increased 
demand for exportables is likely to reduce exports; if there is full employ. 
ment in the H goods industry as well, increased domestic demand of any 
kind will reduce exports. Thus, if inflation is carried to the point of full 
employment (shown by 7; in the diagram) the slope of the q’-indicator, 
TQ’), becomes the same as that of the consumption line TT’.? 


Effect of Deflation on Real Income 

With a given marginal propensity to import (7.¢., given the position of 
the consumption line 77") it is clear that the real income at which a given 
balance-of-payments improvement can be achieved by deflation will be 
higher the higher is g. If g =o (so that the whole benefit of reduced ex- 
penditure on home-produced goods accrues to exports) 7,Q, runs co 
incidentally with 7,7, and the balance-of-payments target is achieved, 
with no unemployment, at J,. At the other extreme, if g is zero (as assumed 
in Fig. 1) deflation must proceed to R,S,, and the balance-of-payments 
improvement can be achieved only at the much lower real income of T, 
with 7,K of unemployment. As we have seen, the actual real income at 
which the target is achieved depends partly on the marginal propensity to 
import (shown by the slope of 77’) and partly on gq (the slope of 7T,Q,); 
the latter in turn depending on the excess demand for exports, or the relative 

1 After allowing for the maximum possible transfer of unemployed resources from the H good 
industry. 


2 The slope of Qy7, is eat When g = 0 (where excess demand for exports has dis 
appeared), this becomes zero. Similarly, the slope of 7,Q,’ is ft > =, 


(at full employment) this reduces to —*, i.e., the slope of T,Q,’ becomes the same as that 


and wh:n g¢=® 





the consumption line TT’. 
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ropensity to consume home-market goods and exportables and the mobility 
gfresources as between the production of home-market goods and export- 
ables, whichever is less. 


1V. Errect oF Import REstRICTIONS: THE EXPORT-IMPEDING RATIO 1 


Import restrictions, like changes in the level of expenditure, affect both 
the balance of payments and the level of employment, though in this case 
the effect on the balance of payments is more complex. Whereas deflation 
ends to improve the balance of payments both by reducing imports and by 
increasing exports, in the case of import restrictions the effect on the balance 
of payments is favourable on the import side but unfavourable as regards 
aports. Moreover, while deflation tends to reduce the level of employ- 
ment, import restrictions tend to increase it. 


Determinants of the Export-impeding Ratio i 

Expenditure diverted from imports by import restrictions, in so far as 
itis not saved, . ull be re-allocated between exportables and home-market 
goods in accoruance with the marginal propensities to consume these two 
dasses of goods, as modified by the import restrictions. The modified 
marginal propensities, which we may call x’ and h’ respectively, may not 
bear the same relation to one another as the basic marginal propensities 
rand h; for the ratio x’ : h’ depends not only on the relative income elasticity 
ofdemand for X and H goods (as does the ratio x : A), but also on the relative 
ubstitutability of these goods for the restricted M goods. If, for instance, 
exportables are much closer substitutes for the restricted imports than are 
home-marketed goods, then x’ : A’ will tend to be greater than x: h, and 
vice versa. 

Import restrictions reduce imports and at the same time increase ex- 
penditure on home-produced goods; the effect of the latter, as in the case 
dfinflation, is partly to reduce exports and partly to increase employment.! 
The ratio between these two effects (the export-impeding ratio) we call 7. 
The value of ¢ will depend to a large extent on the relative size of the 
modified marginal propensities x’ and h’, but, as in the case of the export- 
impeding ratio of inflation, g’, in certain conditions may also be affected by 
upply factors such as the amount of unemployment in the H and X goods 
industries and the mobility of resources between them. As we have already 


1 In this paper we have implicitly assumed that the imports restricted are finished goods. If, 
on the contrary, they were raw materials, arid hence complementary rather than competitive 
with domestic resources, then an import cut could also create unemployment. But there would 
sill be a process of diversion of expenditure—in this case a rather larger diversion—from the goods 
which would have been manufactured with the raw materials no longer imported on to other 
home-produced goods. The employment-creating effect of this diversion will be greater to the 
full extent of the unemployment created. Thus on balance there will still be a net employment- 
eating effect, though some local unemployment may result. 
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seen, in the limit where X, < X,, g becomes zero, while in the case of j, at 
the limit when full employment is reached 1 becomes oo. But, apart from 
these different limits, 7 will tend to differ from g to the extent that the ratip 
between the modified marginal propensities x’ and h’ differs from that 
between the unmodified propensities x and h. 


Diagrammatic Representation of the Effects of Import Restriction 

Fig. 3 illustrates the effect of import restrictions on the balance of pay. 
ments and the level of employment and its dependence on the export. 
impeding ratio 2. 
Re 
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The initial position T,, is one without import restrictions, and thus lies 
on the consumption line TT’. Import restrictions, assuming they lead to 
no change in saving or investment, cause a shift up the expenditure line 
T,R,- The dotted line T,J divides the effects of the resultant increases in 
expenditure on home-produced goods (diverted from imports) as between 
employment-creating (lower sector) and export-impeding (upper sector} 
respectively; the ratio between these two effects of import restrictions we 
have called 7.1. An import cut of 7,,H, increases expenditure on home 
produced goods by H,,V,, of which J,H, increases employment and J,J, 
reduces exports. The net effect on the balance of payments is T,,K,, made 
up of a saving in imports of T,,H, less a loss in exports of V,,J,, (equivalent to 
I,N in terms of imports). At the same time employment is increased by 


1H, 


1 If p is the slope of the expenditure line R,,S,, the slope of 7,,J, is i f. 
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If initial unemployment is /,H, (in terms of production foregone), an 
import cut of H,,T,, will produce full employment together with an improve- 
nent in the balance of payments of 7,K;. This is in fact the maximum 
improvement in the balance of payments which can be achieved by import 
striction as from initial position 7,. Any further import cut causes an 
xdditional loss of exports which wholly wipes out the additional saving of 
imports. 

The initial amount of unemployment thus sets a limit to the improve- 
ment in the balance of payments that can be achieved by import restrictions 
done. If we start from a position of full employment T;, (similar to 7, in 
fig. 1), then T,J, coincides with T,H, from the outset, and no improvement 
in the balance of payments from import restriction is possible. 

It is evident that the gain to the balance of payments from import 
restriction is greater, the smaller is 7, 7.¢., the nearer T,,/,, approaches to the 
apenditure line 7,,R, (in other words, the larger the effect of import restric- 
tion in increasing employment and the smaller its effect in impeding exports). 
Once full employment is reached 7 becomes infinite, the i-indicator T,J 
becomes horizontal, and no further improvement in the balance of payments 
or the level of employment is possible. 


V. Import RESTRICTION COMBINED WITH DEFLATION (ASSUMING g = /) 


Fig. 2 showed how deflation alone can produce a desired improvement 
inthe balance of payments but at the cost of creating some unemployment. 
Fig. 3 showed how import restriction alone can increase employment, but 
cannot necessarily produce a desired balance-of-payments improvement. 
fig. 4 shows how with a combination of import restriction and deflation 
disinflation) both full employment and a given balance-of-payments im- 
provement 7,K can be attained simultaneously. 


Initial Full Employment 

For simplicity Fig. 4 assumes: (a) that the initial position T, is one of 
full employment, and (6) that g =7z.1_ On these assumptions it is evident 
that a balance-of-payments improvement 7 ,K can be achieved without loss 
ofemployment by a combination of deflation to R,S, with an import cut of 
TH, The deflation to 7, results in a reduction of imports of 7,B, plus 
an increase in exports of B,A,. The import cut of 7,H, causes a further 
reduction of imports (making a reduction of T,X in all), plus a fall in exports 
of KI, On our simplifying assumption that g = i, the loss of exports KJ, 
due to the import cut exactly balances the gain to exports B,A, due to defla- 
tin. Similarly, the loss of employment A,T;, due to the deflation is exactly 
balanced by the gain to employment H;,J, due to the import cut. On these 


1 The effect of starting with some unemployment is dealt with in Fig. 5 and that of varying 
the assumption that g = i in Section VII below. 
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assumptions K is a position of full employment yielding the desired balance. 
of-payments improvement 7 ,K.1 


Initial Unemployment 

Fig. 5 shows how the same result (internal and external equilibrium) 
can be attained starting from an initial position with unemployed resources, 
T, is such an initial position, with a balance of payments deficit of T,K and 
unemployed resources measured by 7,4, (in terms of home-produced goods 
foregone). By inflating to R,S, this initial unemployment can be eliminated 
but at the cost of increasing the balance-of-payments deficit by T,C,. This 
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brings us to a position of full employment 7, but with an increased balance- 
of-payments deficit 7,K’ (= KC,). As in Fig. 4, this deficit can be elimin- 
ated, while still maintaining full employment by a combination of deflation 
to R,'S,’ with an import cut of T,’H,'.? 


1 The above example illustrates the point emphasised by R. Nurkse (Joc. cit., pp. 142-3) that 
the simultaneous achievement of internal and external equilibrium by the use of deflation com- 
bined with import restriction is essentially a joint operation; it is not possible to attribute internal 
equilibrium to one instrument and external equilibrium to the other, since both instruments 
affect both ends. 

2 It may be noted that the disinflation from Ty to T;’ required to accompany the import 
cut may be greater or less than the inflation from 7, to Ty required to produce full employment. 
In other words, the net expenditure policy needed in conjunction with the import restriction may 
be either an inflation or deflation (more strictly, reflation or disinflation), depending on whether 
the initial unemployment A, Ty (= AyD, in terms of imports) is greater or less than the initial 
balance-of-payments deficit (K7,); moreover, the net amount of inflation or deflation require 
is equal to the difference between the initial unemployment (in terms of value of output foregone) 
and the initial balance-of-payments deficit. 
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The Real Income Effect of Import Restriction: Distortion v. Unemployment 


Figs. 4 and 5 have shown how import restriction can be used, in con- 
junction with expenditure policy, to achieve a given balance-of-payments 
improvement and full employment at the same time. But on the assump- 
ion that g > O (2.e., that deflation has some effect in promoting exports as 
yell as in reducing imports), it is no longer evident that the full-employment 
glution K offers the community a higher real income than the pure defla- 
ion solution 7;. In other words, the indifference curve through K (Fig. 
{) may be a higher or lower one than that through Tj. 
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Whether KX or J; represents a more desirable solution depends on the 
teative importance of two factors; the distorting effect of import restriction 
and the unemployment-creating effect of deflation.1 At 7, there is no 
distortion but unemployment of 7;4;; at K there is no unemployment but 
distortion measured by the difference between the slope of the indifference 
curve through K and the price ratio R,S,. The steeper the indifference 
curve through K, i.e., the less substitutable home-produced goods are for 
imports, the greater the distortion, and the less the relative advantage from 
wing import restrictions; on the other hand, the less steep the slope of 


' Unemployment is measured by the direct loss in money income (and output) to which it 
gives rise. Distortion is measured by the fall in money income, which, in the absence of distortion, 
would lead to the same fall in real income. (See Fig. 1, where the distortion at K is measured by 
the difference in expenditure at 7; and M.) 

No. 271.—VOL. LXVII. KK 
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TQ», i.¢., the lower is g, the export-promoting effect of deflation, the leg 
the relative advantage of employing deflation alone.? 

The same two opposing considerations apply in the case of Fig. 5, where 
the initial position is no longer one of fullemployment. The only difference 
is that in this case both the employment gain and the distortion loss at x’ 
compared with T; are greater than in the initial full employment case shown 
in Fig. 4. The position KX’ nct only avoids the unemployment caused when 
the balance of payments is remedied by deflation alone but provides also 
for the elimination of the initial unemployment. On the other hand, to 
reach KX’, imports have to be reduced by more than the initial balance-of 
payments deficit, in order to make up for the loss of exports incidental to 
eliminating the initial unemployment; the distorting effect of the necessary 
import cut is consequently greater. 


VI. THe Optimum ComBINATION OF IMPORT RESTRICTION AND 
DEFLATION (ASSUMING g = 2) 


The Balance-of-payments Improvement Locus 

The points K and 7; (in Fig. 4) represent two extreme solutions to the 
problem of improving the balance of payments by 7,K: one with zero 
distortion and the other with zero unemployment. There exist also a whole 
gradation of intermediate solutions, constituting what may be called the 
balance-of-payments improvement locus KT;; this is shown in Fig. 6. 

This locus shows all the combinations of deflation and import restrictions 
which will achieve the desired balance-of-payments improvement T,K. 
Any point V,, on it is reached by deflation to R,,5,, combined with an import 
cut of 7,,H,. Some unemployment remains at every point on the locus, 
except K and some distortion at every point except 7;. Still retaining the 
assumption that g = 1,” the locus KT; is so constructed that the vertical 
V,,E, from any point V, on it to the horizontal 7,L, is divided by the ex- 


penditure line R,S, (through the balance-of-payments target K)) in the ratio 
q(= 1) 

1 No account is taken here of the administrative problems of import restriction and their 
possible effects on productivity. To the extent that import quotas involve internal allocation, 
with its tendency to rigidify the productive structure, this may constitute a cost, additional to 
the distortion effect on demand, to be weighed against the gains to employment. 

2 And also assuming again initial full employment. Since we have shown (Fig. 5) how the 
problem of removing a given balance-of-payments deficit from a position of initial unemployment 
can always be translated into that of removing a somewhat larger deficit from a situation of full 
employment, it is not necessary to deal further with the case of initial unemployment. 

3 If p is the slope of the expenditure line RySz, the slope of the balance-of-payments improve- 


ment locus KT; is w+ 1) (or ne +1)), Above K (where, because of full employment, 


q = ©) the locus could be continued along the expenditure line KR; (its slope becomes f). All 
positions on KR, (arrived at by a given deflation to RS, combined with increasingly severe import 
cuts) yield full employment and the desired balance-of-payments improvement, but K does this 
at the minimum cost in distortion. 
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At V,, imports have fallen by T;E,, (7,B, as a result of deflation to R,S,, 
ind B,E, as a result of the import cut 7,H,) and expenditure on home- 
poduced goods by V,,E,, (= B,T,, less V,H,). The effect of the reduction in 
apenditure on home-produced goods is divided in the ratio g (=) as 
ietween increased exports E,F, and unemployment V,F,. The balance- 
payments improvement is 7;£,, due to the fall in imports plus EF, due to 
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increased exports (= KE, in terms of imports), together giving the desired 
improvement 7K. 


The Optimum Combination 

The optimum combination of import restrictions and deflation which will 
yield the desired improvement is shown by the point G, at which the balance- 
o-payments locus is tangential to an indifference curve. This point defines 
that combination of import restriction and deflation yielding the desired 
improvement in the balance of payments at which the marginal increase 
in distortion due to further import restriction exactly equals the marginal 
increase in unemployment due to further deflation. The point G is reached 
by deflating rather more and restricting imports rather less than is necessary 


‘It must be remembered that this is an optimum only on the assumption of a fixed exchange 
mate. It must thus be regarded as a second-best optimum. But, as so often, it may be the problem 
of the second-best optimum which is the more relevant. 
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to get to K.1_ As compared with the solution produced by deflation alone 
(7;), it is reached by deflating rather less but restricting imports more, 

The optimum position G will involve less unemployment than at T; but 
more distortion (at 7; there is none). As compared with K, G involve 
more unemployment (at & there is none) but less distortion. 


VII. Tue Errect oF VARIATIONS IN g AND 7 ON THE BALANCE-oF- 
PAYMENT IMPROVEMENT Locus 


So far we have made the simplifying assumption that g (the ratio of the 
export-promoting to the employment-reducing effect of deflation) and i (the 
ratio of the export-impeding to the employment-creating effect of import 
restriction) are equal. In practice, these ratios may well be unequal if the 
substitutability for imports of home-market goods and exportables are 
markedly different. We shall now consider the effect on the position of 
the balance-of-payments improvement locus KT; of variations in g and j 
and in the relation between them. 

The position of the balance-of-payments improvement locus may be 
defined by the position of its two ends, the lower end being the point where 
the balance-of-payments improvement is attained by deflation alone (T, in 
Fig. 6) and the upper end where deflation is combined with the minimum 
amount of import restriction needed to maintain full employment (K in 
Fig. 6). The lower end represents the zero distortion solution and the 
upper end the solution with minimum distortion compatible with full 
employment.? 


(a) The Zero-distortion Solution: Dependent only on q 

The position of 7;, the lower end of the balance-of-payments improve- 
ment locus, since it involves no import restriction, is independent of the size 
of i. It depends only on g. As can easily be seen from Fig. 2, the amount 
of deflation needed to produce an improvement of 7, in the balance of 
payments on its own increases as g falls, ranging from R,S,, resulting in 
position 7,, when g = a, to R,S,, resulting in position 7,, when g=0. 
The level of real income corresponding to the zero distortion solution is 
lower, the lower is q. 


(b) The Full-employment Solution: Dependent on the Ratio q :i 

In the case of the full-employment solution the amount of deflation 
remains the same; it is only the extent of import restriction which varies. 
Starting from an initial position of full employment, 7;, the amount o 
deflation will always be equal to the desired improvement in the balance of 


1 In certain circumstances (i.e., for certain values of g and i) G may coincide with K (se 


Section VIII below). 
2 We can ignore the part of the locus representing full-employment solutions with more than 
minimum distortion, since this always runs up the expenditure line KR,. 
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yments, 7,A; in other words, the full-employment solution must lie 
emewhere on R,7,. Whereabouts on this expenditure line it will lie 
iepends on the extent of import restriction; this can be shown to depend 
om the ratio g : 2. 

In Fig. 7 we assume the g-indicator, 7,A,, remains constant, while the 
indicator, 7,/,, varies, giving differing ratios q : i. 

T,], represents the position of the z-indicator hitherto assumed at which 
;=i. We have already shown (Fig. 4), that on this assumption an import 
ut of 7,H,, leading to position K, produces both full employment and the 
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desired improvement in the balance of payments 7,;K. Ifq #1, K may be 
neither a position of full employment nor give the desired improvement in 
the balance of payments. 

With the 7-indicator at the position T,J,’, where i > q, if imports are cut 
oly by 7,H,, leading to the old position KX, there will be both unemploy- 
ment and a balance-of-payments deficit of J, 7,’. To secure the desired 
balance-of-payments improvement at full employment, a larger import cut 
of T,H,’ is needed, resulting in position K”’. 

In the opposite case shown by T;J,”, where i < q, K is indeed still a 
position of full employment and yielding the desired balance-of-payments 
improvement T,K, but it is not the most favourable of such positions, 7.¢., 
it satisfies the employment and balance-of-payments requirements but at 
the cost of an unnecessary amount of distortion. The 7-indicator 7,/,” runs 
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horizontally along J,"J,, once full employment is reached, so that any 
import out of 7,H,” or more yields the desired employment and balance. 
of-payments results. In these circumstances it is clearly preferable ty 
select the smallest import cut 7,H,” which yields the desired gain at the 
minimum cost in distortion. This results in position K”. 

The position of the highest point on the balance-of-payments improve. 
ment locus (i.e., that representing the full-employment solution with 
minimum distortion) thus shifts up the expenditure line TR, as the ratio of 
i:q increases. The higher the ratio of 7:4, the larger the import cut 
needed to achieve the full-employment solution and the lower the real 
income at which it is attained. Where z = 0, so that the import restriction 
has no effect on exports, the optimum full-employment solution is K (the 
point of intersection of R,S, with A,J,). Only where i = q is K itself the 
optimum full-employment solution. Ifz becomes infinitely large (the whole 
effect of import restriction being to impede exports) the import cut needed 
to produce a full-employment solution of the balance-of-payments problem 
also becomes infinite; in other words, no full-employment solution is attain. 
able. 


VIII. THe Optmum Comsination Locus: Errect oF VARIATIONS 
IN g, 2 AND m 

We have seen in the previous section how variations in g and i affect 
the position of the balance-of-payments locus. In addition, we know 
(Section III, Fig. 2) that variations in m—the marginal propensity to 
import—affect the position of the consumption line 7,7, (or TT’). Now 
these variations in g, i and m in turn affect the optimum combination of 
import restrictions and deflation, which is determined by the tangency of 
the balance-of-payments locus with an indifference curve. 

We are interested in two distinct effects of changes in 7, g and m. Firs, 
how do these changes affect the desirability of import restrictions relative to 
deflation, or in other words how do they affect the character of the optimum? 
Second, how do they affect the level of real income at which the optimum’ 
attained? 


Changes in q and i 


Figs. 8, 9 and 10 illustrate the way in which the optimum combination 
varies when g and i change, first together and then separately. 

(a) g andi Equal but Varying Together. In Fig. 8 we assume, as in earlier 
models (Figs. 4, 5 and 6), that g remains equal to i but now both vary 
together. As the g-indicator moves from position 7,K (g = 0) through 
T;Q, to position 7,7; (¢ = ©), and the i-indicator moves from the position 
T,K (i = 0) through T,J, to T,H, (i =), the balance-of-payments im- 
provements locus swings from position KT, (where g = i = 0) through 
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KT, to position KT, (where g = 1 =), and the point G traces out the 
optimum combination locus shown by the heavy line KGT,.! 

The highest real income—the optimum optimorum—is at T,, where g and i 
are infinite; this is reached by deflation to R,S, with no import restriction. 
With g = ©, the best of both worlds—full employment and zero distortion— 
can be obtained simultaneously. 
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As g and i fall,—i.e., as the balance-of-payments improvement locus 
swings downwards, or, in other words, as both the favourable effect of de- 
flation and the unfavourable effect of import restrictions on exports fall— 
it pays to use more import restriction, but the optimum amount of import 
restriction reaches its maximum (a cut of 7,H,) when the balance-of-pay- 
ments improvement locus coincides with AK, tangent to the indifference 
curve through K. For any lower values of g and i, K remains the optimum.? 

The optimum amount of deflation at first increases with a fall in g and 
i and then decreases. This is because a fall in g and 7 has two separate 
effects on the desirable amount of deflation. First, it decreases the desirable 
ratio of deflation to import restriction. Second, it increases the amount of 

1 If we assumed that the ratio of g : i were still constant but no longer equal to unity, the 
optimum combination locus would have much the same shape, but starting from a different upper 
position on R,S,—higher if g < i and lower if g > i—and descending to the same lower point 
T;, the optimum when g = ©. 

* The position of KK, depends on the substitutability of home-produced goods for imports; 


the higher this is, the more it pays to restrict imports instead of deflating, in other words the closer 
the locus KGT; will lie to K7;, and the less the difference between real income at K and Ty. 
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deflation needed to produce a given improvement in the balance of pay. 
ments. As the ratio of import restriction to deflation increases, the forme 
influence becomes preponderant. 

Figs. 9 and 10 illustrate the effect on the optimum combination locus of 
independent changes in g and 2. 

(b) q Varying, i Constant. In Fig. 9, 7 is assumed constant while q varie, 
As the g-indicator, T;Q», swivels between T,L, and T,T, the balance-op 
payments locus moves inward from K,T,,) through AT;, ultimately cop. 
verging on the point 7,. The optimum combination point G traces out, 
locus of the form G,GK,T,. 
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The optimum points on sector 7,K, of the locus all represent fil- 
employment solutions but with increasing distortion for decreasing value 
of g; ? they are all reached with minimum deflation (R,S,), but accompanied 
by increasing import restriction as g falls. As g decreases further, the 
optimum (moving down K,G,) calls for increasing deflation and involve 


1 The full-employment point K., corresponding to a zero value of q, is determined by the inter 
section of T;L; with 7;J, and depends on the assumed size of i; the larger is i, the lower is re 
income at the full-employment point K,, and the greater the import cut needed to reach it. 

2 The locus could lie lower so that K, coincided with 7; then the optimum would be a situation 
of full employment only when g = c. 
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increasing unemployment; whether the optimum level of import restriction 
increases further depends on the precise shapes of the indifference curves. 
(c) i Varying, q Constant. In Fig. 10 g is assumed constant while : varies. 
As T;,J, swivels between T,H, (¢ = co) and 7,K (t = 0) the balance-of- 
payments locus swivels between 7;R; (parallel with R,S,) and T}Kj, and 
the optimum combination point G traces out the locus 7;GG,. G, lies on 
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KT,, the balance-of-payments locus when i = 0. (G, could coincide with 


~~ 
K;) 

In this case the highest real income is reached when i = 0, 7.¢., when 
import restrictions have no export-impeding effect. Itis only when i = © 
that the optimum combination calls for no use of import restrictions. The 
amount of deflation at the optimum decreases as i approaches zero. 


Changes in the Marginal Propensity to Import, m 

The effects of changes in the marginal propensity to import cannot be 
clearly shown in terms of our diagram, since they imply changes in the shapes 
of the indifference curves. It is evident, however, that an increase in the 
marginal propensity to import reduces the loss in real income at which a 
given improvement in the balance of payments can be attained. It 
diminishes the disadvantage both of import restriction and of deflation; it 
means that a given import cut causes less distortion and a given deflation 
less unemployment; it thus reduces the difference between them. At the 
limit where m = 1 import restriction and deflation would have exactly the 
same effect; in this “‘ideal’’ situation deflation could produce a given 
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balance-of-payments improvement with no unemployment and import re 
striction would cause no distortion. 

A change in m shifts the position of the optimum point G (Fig. 6), since 
the implied change in the shapes of the indifference curves alters the point 
at which the balance-of-payments locus KT; is tangential to one of them, 
But it is not possible to say anything precise about the nature and method 
of reaching the optimum without making some definite assumption about the 
way in which the shapes of the indifference curves alter with changes in the 
marginal propensity to import. 

It seems reasonable to assume, however, in Fig. 6, that as M,, the point of 
intersection with the consumption line 7,7 of an indifference curve tan. 
gential to KT;, rises with an increase in m, G will also shift upwards along 
T;K until it hits the “ full-employment barrier”? at KX. For any further 
rise in m, K remains the optimum. Certain conclusions about the effects 
of an increase in m on the nature of the optimum follow from these assump. 
tions: (1) Up to the point where G coincides with K, an increase in m calls 
for decreasing deflation at the optimum; thereafter the optimum amount 
of deflation remains that represented by R,S,. (2) For all values of m 
below unity, some import restriction is needed at the optimum; after ¢ 
has coincided with XK, the optimum amount of import restriction falls of 
with further increases in m, becoming zero when m reaches unity.! 


IX. MEASURES WHICH INFLUENCE g, 2 AND m 


The above examples show how g, i and m affect the usefulness of import 
restrictions. They also show that, ceteris paribus, a given balance-of-pay- 
ments improvement can be attained at a higher level of real income the 
larger are m and q, and the smaller is 7; or, if g and 7 move together, the 
larger is the ratio g:i. In addition to selecting the optimum combination 
of import restriction and deflation, it may be desirable, therefore, also to 
adopt measures which increase both m and gq, so far as possible without 
also increasing 7.2. It follows from the analysis in Section III above that 
these measures would need to be of different kinds according to whether X, 
the excess foreign demand for exports, is > or < X,, the additional export 


1 The particular level of m at which G coincides with K depends, among other things, on the 
slope of the balance-of-payments locus K7};; in other words, on the ratios g andi. At one extreme 
if g and i are infinite, K7; coincides with KS;, G coincides with M, at all values of m and dos 
not reach K until m = 1; in this case there will never be any need for import restriction to reach 
the optimum, and an increase in m simply reduces the amount of deflation required. At the 
other extreme, if g and i = 0, KT; coincides with KT,; then G always coincides with K, which 
becomes the optimum for all levels of m; the optimum amount of deflation is then always Kis, 
but an increase in m means that a decreasing amount of import restriction is needed to accompany 
it. 

2 The only way to reduce i in relation to q is by the selection of particular commodities for 
import restriction which are competitive with exportables as little as possible and with home 
market goods as much as possible; but this in itself may increase distortion. 
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released. If X,is < X, the only way to increase q is to increase the foreign 
jemand for exports by making exports more competitive. On the other 
hand, if X, is < X,, then the export-promotion effect can be increased only 
by measures which raise f, the mobility of resources released from H goods 


production, or which increase 7, the ratio between the marginal propensities 


to consume exportables and home-market goods respectively. 

In practical terms deflation efficiency can be raised by measures which 
increase the marginal propensity to import (e.g., monetary policy designed 
to concentrate the effects of deflation on the holding of stocks of imported 
commodities !), or which shift the marginal propensity to consume home- 
produced goods towards exportables (¢.g., investment cuts designed to 
reduce home consumption of types of goods known to be in strong demand 
abroad *). However, it must be recognised that measures of this kind, 
designed to alter the marginal propensities, introduce distortions similar to 
those created by import restrictions; a higher level of employment is pro- 
cured at the cost of interference with the pattern of demand, productive 
eficiency or the rate of growth. The choice between such indirect means 
of influencing marginal propensities and direct controls must ultimately 
rest on administrative considerations. 


X. Errects or Removinc INITIAL ASSUMPTIONS 


We consider briefly here the implications of removing the two initial 
assumptions of constant income distribution and constant prices. 


(a) Distribution of Income Effect 

The assumption of a constant distribution of income which underlies 
the use of a constant set of community indifference curves may seriously 
limit the practical conclusions which can be drawn from the analysis. The 
community has been treated as if it were a single individual. This meant, 
for example, regarding gains from increased output due to import restric- 
tions as though they could be offset against losses due to the distortion of 
demand resulting from the same restrictions. But the distortion is borne 
by the consumers of the particular imports restricted, while a completely 
different section of the community may enjoy the gain in employment. 
Furthermore, with variable prices, import restrictions are likely to cause a 
shift towards profits of importers. Unless a practicable way can be found 


1 Cf. J. R. Sargent, ‘“‘ Stocks and Quantitative Restrictions,” Bulletin of the Oxford Institute 
of Statistics, February 1957. 

The temporary automatic disinflationary effects of import restrictions (referred to in Section I 
above) are in fact likely to be biased in the desired direction, which is the main reason why 
import restriction is a relatively favourable policy for short-term use. 

* Cf. R. Nurkse, loc. cit. 

















508 THE ECONOMIC JOURNAL [SEPT 





of compensating the losers from the profits of the gainers, it follows tha 
practical policy must take into account the distribution of income effects: 


(b) Variable Prices 


The removal of the assumption of constant prices may affect the opera. 
tion both of import restriction and of deflation. 

Import restrictions may affect prices in two ways which could influence 
our conclusions. First, they may reduce the buying price of imports;! 
secondly, they may raise the domestic selling price of imports, which jp 
turn may indirectly raise export prices. This means that import restrictions 
are likely to improve the terms of trade. This is a factor strengthening the case 
for import restriction as compared with deflation as an instrument of 
balance-of-payments policy.* It is true that the gain to the terms of trade 
through import restriction may be lost if other countries retaliate in kind! 
On the other hand, where import restrictions are imposed in accordance 
with some international agreement (e.g., G.A.T.T.) under which their use 
is banned for other than balance-of-payments purposes, the risk of retaliation 
will be less. 

Deflation tends to exert a downward pressure on all prices, but particu. 
larly on those of home-market goods and, if effective, this could help in 
various ways to increase deflation efficiency. It might cause a shift in home 
demand away from imports and exportables towards home-market goods, 
induce resources to move out of production for the home market towards 
the production of exportables > and stimulate foreign demand for export. 
The resultant increase in m and g would strengthen the case for deflation a 


1 There are various ways of taxing the profits of the gainers from import restrictions: importer’ 
profits can be collected via import-licence fees (e.g., by auctioning of licences) or by special taxes, 
and part of the gains from higher production are collected through P.A.Y.E. and profits taxation. 
But it is much more difficult to compensate—even if one could identify—the losers from distortion. 

2 This assumes that the foreign supply of imports is not perfectly elastic, that import licences 
are issued to importers and that there is competition among exporters. 

3 This is true even if a country is already restricting imports to the point where the marginal 
increase in distortion equals the marginal improvement in the terms of trade (cf. S. S. Alexander, 
** Devaluation Versus Import Restriction as an Instrument for Improving Foreign Trade Balance,” 
I.M.F. Staff Papers, April 1951). In the constant-price model we compared only the employment 
gain with the distortion loss. With variable prices the terms-of-trade effect comes in as well 
reinforce the employment effect. It is true that the more imports are restricted already, the les 
will be the net gain from further restriction; but the point here is that without the terms 
trade effect, the gain would be less still. 

4 This argument must not be confused with the point that if one country succeeds in improving 
its balance of payments by the use of import restrictions, this may put some other country into 
balance-of-payments difficulties and cause that other country in turn to impose import restrictions. 
This could, of course, equally well happen if the first country’s improvement (and the consequent 
deterioration in the second) were brought about by deflation alone; it has nothing to do with 
the use of import restrictions as such. 

5 A similar incentive is provided for resources to move within the home-market industries 
industries which replace imports. This import-replacing influence of deflation is analogous 
and similar in its effects on the balance of payments, to its export-promoting effect. 
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compared with import restriction as a means of improving the balance of 
payments. 

In practice, however, domestic prices tend to be relatively inflexible in 
, downward direction. Consequently, the above-mentioned gains to de- 
fation-efficiency are unlikely to accrue as a result of variable internal prices; 
the same benefits may, however, be obtained from a change in the external 
yalue of the currency, which is discussed in the following section. 


XI. THe Rowe or DEVALUATION 


The main subject of this paper has been the contribution of import 
restrictions to balance-of-payments policy. We have seen that, in conditions 
of full employment, import restrictions need to be accompanied by deflation 
to achieve a given improvement in the balance of payments and that the 
optimum combination of import restrictions and deflation involves a 
balancing at the margin of the distortion /ess the terms-of-trade effect of 
more import restriction, on the one hand, against the unemployment effect 
of more deflation, on the other. Discussion of the third main method of 
improving the balance of payments—devaluation—was initially ruled out 
by the assumption of constant prices. We may now consider briefly the 
role of devaluation, both as a substitute for and as an addition to, the use of 
deflation and import restrictions. 

As indicated above, the essential function of devaluation, in association 
with deflation, is to replace or supplement downward flexibility of internal 
prices in producing both a rise in prices of internationally traded goods 
relative to those of home-market goods and a fall in the price of exportables 
in terms of foreign currency. The first effect reinforces the influence of 
deflation in increasing the supply of exportables; the second increases the 
demand for exports, though at the cost of some deterioration in the terms of 
trade. It may be noted that in a situation of excess demand for exports 
it., where X, > X,) the practical effect of the second influence would be 
confined to the worsening of the terms of trade, and the case for devaluation 
correspondingly weaker. 

Similarly to import restrictions, in conditions of full employment de- 
valuation cannot be relied upon to yield a given improvement in the balance 
of payments on its own.!_ It will not necessarily by itself produce the long- 
term rise in saving or fall in investment, and therefore normally needs some 
accompanying deflation to achieve the necessary “ disabsorption”’ of 
domestic resources. 

The main contribution of devaluation when used together with deflation 
isalso similar to that of import restrictions: it allows a given improvement 
in the balance of payments to be achieved at a higher level of employment 
than if deflation is used alone. Whereas import restriction increases 


1 Cf. S. S. Alexander, ‘‘ Effects of a Devaluation on a Trade Balance,” Joc. cit. 
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employment only by diverting expenditure from imports to home-produced 
goods (Fig. 3), devaluation does so both by discouraging imports and also 
by increasing g, the export-promoting effect of deflation (Fig. 2). 

The actual choice at any time between import restrictions and devalua. 
tion as an accompaniment to deflation will depend largely on political and 
administrative considerations, and in particular on the speed of their 
respective effects on the balance of payments. But in terms of the elements 
of the model used in this paper, it may be said that devaluation has the 
advantage over import restriction of avoiding distortion, while import 
restriction has the advantage of producing more favourable terms of trade; 
and both have the advantage over deflation of allowing a higher level of 
employment. The optimum combination of all three instruments involves 
a process of balancing at three margins. Not only must the marginal 
increase in unemployment from deflation be balanced against the marginal 
increase in distortion /ess improved terms of trade from import restrictions, 
as before; but each of the latter must also be balanced against the marginal 
deterioration in the terms of trade from devaluation. 

M. F. W. Hemminc 
W. M. Corpen 
National Institute of Economic and Social Research, 
London. 


1 An important practical feature of import restriction in which it differs from devaluation— 
as well as from deflation—is the fact that it can be used to discriminate by sources. This is relevant 
where cutting imports from one source reduces the demand for exports or the supply of credit 
less, or improves the terms of trade more, than if imports are cut from some other source. These 
differential aspects of import restrictions, particularly important in the case of the United Kingdom 
in relation to the sterling area, are not dealt with in the present paper. 
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CAPITAL THEORY AND ECONOMIC GROWTH! 


I. INTRODUCTION 


JHE main purpose of traditional capital theory ? has been to ground the 
yhole theory of production and distribution in the theory of marginal pro- 
ductivity. The principal concerns of this theory, however, have been with 
the stationary state, and the rules for changes have been dealt with simply 
by comparing different stationary states. Although there have been many 
attempts to apply the capital theory to the problems of the trade-cycles,* the 
attempt to formulate an endogenous theory of economic growth has not been 
undertaken until recently.* 

The object of this paper is to analyse the problems of economic growth 
fom the standpoint of traditional capital theory, the problems which 
current growth economics is now attempting to solve. Modern growth 
economics > has accomplished much and helped us to understand the long- 
run growth process of the capitalist economy. However, no one will deny, 
I believe, that one of the most important problems which current growth 
economics has left open is the analysis of income distribution. How strange 
itis to imagine a growth theory of the capitalist economy which does not 
have analysis of income distribution as its central core. It would be 
Hamlet without the Prince of Denmark. In this paper I shall always pay 
due regard to the mechanism of income distribution, and try to elaborate 
the dynamic theory of capital accumulation. 


II. AssuMPTIONS AND DEFINITIONS 


In what follows I shall exclude the changes in relative prices of com- 
modities from my consideration, and assume the existence of only one price 
level, called the general price level, for commodities. Further, the problem 
ofland is disregarded in these investigations, and capitalists are assumed to 
be identified with entrepreneurs. As for labourers, I measure them in 
terms of number of workers and assume that they are all homogeneous. 


1 The author is indebted to Professor Fritz Machlup, of the Johns Hopkins University, and 
Asistant Professor Osamu Isono, of the Hitotsubashi University, for criticism which materially im- 
proved this paper, as well as for continuing encouragement. However, any deficiencies remaining 
in this paper are the sole responsibility of the author. 

* [e., the Jevons~-Béhm-Bawerk—Wicksell—-Kaldor—Hayek lines of development in capital theory. 

* For instance, F. Hayek, Profit, Interest, and Investment (1939). 

‘Joan Robinson: The Accumulation of Capital (1956). 

* Le., the Harrod—Domar line of development in macro-analysis of economic growth. R. F. 
Harrod, Toward a Dynamic Economics (1948). E. Domar, Essays in the Theory of Economic Growth 
(1957). 

* This is the basic assumption which underlies the macro-analysis of economic growth. For the 
justification for this assumption see E. Domar, op. cit., p. 114. 
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Let us, then, begin with the definitions of concepts which constitute the 
basic framework of the following analysis. 


Definition. The labour productivity is the net output per labourer produced 
per period. 


As a unit period we may take, for instance, a year. Denote the net output 
produced by O and the number of workers employed during the same 


period by L; then the labour productivity can be shown simply as 4 


Definition. The capital intensity is the volume of capital per labourer ad. 
vanced on the average per period. 


This definition may need further explanation. The traditional capital 
theory—especially the Austrian capital theory—has very often explained it 
in terms of the “length of period of production.” But if there are many 
kinds of capital goods with various durabilities, how precisely can we define 
the length of period of production?! Remember further that capital 
implies not only fixed but also working and wage capital—it must include 
all the capital fund which is to be advanced in the production process, 
Modern growth economics is very obscure about this point. Moreover, 
‘on the average ” indicates that, if the durability of machine A is longer 
than that of machine B, the value of capital to be advanced on the average 
is, other things remaining constant, larger in the process using A than in the 
process using B. The turnover period of capital is substantially dependent 
upon the durability of capital goods, and we must compare the relative 
efficiency of methods of production by calculating their respective turnover 
periods of various capital goods.” 


Definition. The productivity function is the schedule of capital intensities 
with which the corresponding frontiers of labour productivity are connected. 


Imagine that there are two methods of production such that their capital 
intensities are the same (this does not mean both methods have the same 
*‘ capital structure’). Our definition indicates that in this case only the 
possible highest labour productivity should be connected with the corre- 
sponding capital intensity. Without doubt, such “ frontiers ”’ are definitely 
dependent upon the relative prices, and some method of production which 
has not been on the frontier under some price system would appear on the 


1 On the measurability of ‘‘ investment period ” there has been a long controversy between 
Professor Knight and other economists. Cf. N. Kaldor, ‘‘ Annual Survey of Economic Theory: 
The Recent Controversy on the Theory of Capital,” Econometrica, Vol. 5, April 1937. 

2 Suppose that there is a machine of which the unit cost is $1,000. If its durability-period is 
one year and the production process is ‘‘ synchronised,” the volume of capital to be advanced on the 
average per year is not $1,000, but $500. If its durability-period is two years it becomes $750, and 
in the case of three years, it is $833, etc., and finally in the case of infinitely long durability it 
becomes $1,000. For the full discussion of this problem, see H. O. Goldschmit, Financial Planning 
in Industry (Leiden, 1955), pp. 54-5, and also F. Lutz and V. Lutz, The Theory of the Firm (1951). 
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fontier under another price system. But the assumption of constancy of 
dative prices makes it unnecessary to consider this complicated problem. 

However, there still remains a problem. In so far as the volume of 
apital includes the payments to workers, in other words in so far as the 
wages are advanced to workers, every small change in the level of wages in 
tems of product will be followed by changes in the “‘ real ’’ content of 
capital intensity, because the “ real ”’ capital intensity involves, as such, the 
umber of workers to be employed. In this case we are unable to draw any 
soductivity function without knowing the level of wages in terms of product.* 
The most convenient way to avoid having the “‘real’’ capital intensity 
depending upon the level of wages is therefore to assume that the payments 
workers are made at the end of the unit period. In what follows we shall 
maintain this assumption throughout. 

What, then, are the properties of the productivity function? Following 
ihe traditional capital theory, we may sum up as follows: 


In a series of production techniques which are wisely chosen the increase of the 
capital intensity leads, as a rule, to the increase of labour productivity, but at a 
decreasing rate.* 


It should be remarked that this proposition is always true under any 
reasonable) price system, and this is, as Mr. Kaldor has said, the foundation 
m which the whole theory of production and distribution, as we know and 
teach it, rests.3 

Let X stand for the amount of capital to be advanced on the average per 


period, then the capital intensity may be expressed by 3 By the definition 


ofthe productivity function, it follows 


-#() 


4sMrs. Robinson has assumed recently, this function may be discontinuous 
inteality.4 But for simplicity we postulate, following Wicksell, that this is 


! This is a different problem from that of the shiftability of the productivity function due to the 
difference in the rate of profit, as shown by Mrs. Robinson. We omit this latter problem from our 
consideration by assuming a completely integrated firm, so that there is no division of the economy 
into a consumption-goods industry and a capital-goods industry. 

*“That roundabout methods lead to greater results than direct methods is one of the most 
important and fundamental propositions in the whole theory of production. It must be emphatic- 
ily stated that the only basis of this proposition is the experience of practical life. Economic theory 
does not and cannot show a priori that it must be so; but the unanimous experience of all the 
technique of production says that it is so’’ (Béhm-Bawerk, The Positive Theory of Capital (English 
trans, New York, 1930, p. 20). 

*N. Kaldor, “On the Theory of Capital: A Rejoinder to Professor Knight,” Econometrica 
Vol, 6, April 1938, p. 176. 

* Op. cit., Chapter 10. 

No, 271.—vVOL. LXvIIl. 
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continuous and differentiable.1_ The merit of such simplification will be 
found in the following analysis. Thus by the properties of the productivity 
function, the following relations will be proved to prevail: ' 


Rp” : — >0 FY = ——< 0? 
L 


‘(z) 


III. MecuAnismM OF INCOME DIsTRIBUTION 


Let us start with the analysis of the mechanism of income distribution in 
a stationary state. 

To simplify the problem, we assume that the general price level is 
constant. This assumption may be justified in macro-analysis of economic 
growth, because the only price problem is the relation between the money 
wages and the general price level of commodities, and this relation can be 
converted into the problem of the real wage-rate, namely the money wage- 
rate deflated by the general price level. If we further assume that the 
general price level is always unitary, the money wages are immediately 
nothing but the real wages themselves. 

Next, we assume, for the time being, that the real wage-rate, w, is fixed 
at a certain level w, namely 

w= w 


Under what conditions such an assumption will be satisfied will be discussed 
later in this paper. 

If capitalists (we regard capitalists as tiie same persons as entrepreneurs) 
behave rationally they will adopt the most profitable method of production, 
i.e. the capital intensity that realises the maximum rate of profit. Since 
the total profits per period are (O — wL) and the average volume of capital 


a 4 
to be advanced per period is K, the rate of profit is given by 2 -— 





1 K. Wicksell sharply criticised the assumption of discontinuous productivity function which 
Béhm-Bawerk adopted. K. Wicksell (Value, Capital and Rent (English trans., 1954), pp. 135-6). 

2 There may exist such ranges of labour productivity that the second derivative F” of the 
productivity function is positive. But we omit this possibility from our consideration and assume 
that F” is always negative. 

® The modern firm theory is based on the assumption that the firms behave so as to maximise 
the total profit itself, not the rate of profit. But this is incorrect, because this assumption does not 
take into consideration of capital requirements. On this problem, see André Babor and I. F. 
Pearce, ‘‘ New Approach to the Theory of the Firm,”’ Oxford Economic Papers (New Series), Vol. 4, 
October 1952, pp. 252-65. 

“ What is the rate of profit? Mrs. Robinson seems to avoid this question by assuming many 
simplifications (for example, op. cit., footnote 1, pp. 106-7) and does not give the final answer, 
after all. 
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jor simplicity, if we write y for the labour productivity and & for the capital 
tensity the rate of profit is given by 


O 


O-—wh_L y= 
mor k 


L 


w 


Wy, 


Ii 





The condition of a maximum rate of profit is obtained by differentiating the 











Y 
F(k) 
y| 
w 
\e 

a k 
a k 

Fic. 1 


profit rate with respect to the capital intensity and making it zero. Then it 
follows 





fe) = ee mit 


dk\ k ke 
or y=Fk+w 
Summing up the above equations into one system, we have 
(1.1) y = Fh) 
(1.2) y=Fk+w 
(1.3) w=w 


There are three equations to determine three variables—the labour pro- 
ductivity y, the real wage-rate w and the capital intensity kK—so this economic 
ystem is complete. 

In Fig. 1 the labour productivity _y and the real wage-rate w are measured 
ang the vertical axis and the capital intensity k on the horizontal axis. 
first, by the equation (1.1), draw the productivity function F(k) on the 
diagram. The form of this function comes from our assumptions of the 
productivity function (Wicksell once utilised this diagram in 1893).? Next, 
by equation (1.3), measure the real wage-rate w = w along the vertical 


1 Therefore the productivity function is rewritten as y = F(k). 

* Mr. Hicks adopted this kind of figure for the analysis of equilibrium of the firm (Value and 
Capital (1939), p. 81). He assumes the negativity of the second derivative of the production 
function for the stability-condition of the firm. 
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axis. Finally, there remains equation (1.2). Now, dividing by k, we haye 
Seeds Pe dy 
“err we 
The left-hand side of this equation is, as mentioned before, the rate of profit, 
and the right-hand side F” is simply the derivative of the productivity 
function. Thus at the maximum rate of profit the rate of profit must be 
equal to the derivative of the productivity function. This is obtained by 
drawing a straight line from w tangential to the productivity function, 
That isk. At the same time the labour productivity y which makes the rate 
of profit maximum is also determined. 
Some auxiliary explanations have to be added. From the equation 
(1.2) we have again 


J—W_pk_O/y 
Sg Bee 
The right-hand side of this equation is apparently the elasticity of pro- 
ductivity function with respect to the capital intensity. The left-hand side 
is, however, the relative share of profit in the national product, because 
O 


-— wW 


y—-wu L O —wL 





y O O 


L 
Thus, under the maximum rate of profit, the relationship 
The relative share of profit = The elasticity of productivity function 


must prevail.” 
Next, as to the “ capital—-output ratio ” or “ capital coefficient,” this is 
given, in terms of Fig. 1, by 


eee aa K 
J O 


Then it is clear that the larger the capital intensity, the larger the cot 6, 
because the second derivative F” of the productivity function is negative by 
1 From this figure it is immediately clear that the higher the real wage-rate, the larger the 


capital intensity. This is the well-known “ Ricardo effect.” 
2 The geometrical proof is as follows: 








/ The elasticity of productivity function 
C— Flk) BC 0 
DB BC_L”” oO -wlh 
gm y ~ IC™ 20~ O- = 0 
OA L 
= The relative share of profit 
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sumption. In other words, the capital-output ratio becomes larger 
cording to the increase in the capital intensity. Since the capital intensity 
becomes larger according to the increase in the real wages, it follows that 
the higher the real wages, the larger the capital—output ratio.’ In view of 
the current-growth economics, which deems this ratio as if it is a kind 
of invariable production coefficient, I think we must pay a great deal of 
attention to this fact.? 

So far our main concern has been only with the determination of 
rations, namely the labour productivity and the capital intensity. Let us 
then introduce explicitly the static assumption of constant volume of capital 
into the system and try to construct the demand function for labour under 
the given volume of capital. 

Suppose that the volume of capital K is given at XK. Then we have the 
following system: 


0 /K 
(2.1) i= F(z) 
(2.2) aFE tw 
(2.3) w = w 
(2.4) fat 


Since there are four equations to determine four variables O, L, K and w, 
our economic system is completely determinate. But the last equation 
(2.4) may need some explanation. When we say K = K we mean that 
capitalists have the amount of capital K at their disposal. According to the 
wage-fund theory, such a capital is supposed to consist of wage-goods to be 
advanced to workers. ‘The problem for capitalists is to utilise such “ free ” 
capital in the most profitable way. In other words, capital goods exist first 
as free capital and are then transformed into some concrete durable form in 
such a way as to realise the maximum rate of profit. Of course, capital 
goods may be given from the outset in some concrete form—not only in the 
form of wage-goods but also of every kind of durable equipment—and such 
forms may happen not to correspond to the most profitable forms. How- 
ever, if we grant enough time for capitalists to rearrange the capital structure 
insuch a way as to realise the maximum rate of profit, we may treat them as 
if they were free capital. There may be, of course, some loss of its initial 
value. But we assume again, for simplification, that there is no loss of 

1 It should be remembered that the variability of capital-output ratio does not presuppose any 
technical improvements. Even under a state of given knowledge of technology, this conclusion is 
true. 

* Even though authors who assume the invariant capital-output ratio happen to refer to the 
variability of this ratio in footnotes or fragmentally, it does not help us much, because the funda- 
mental point is to explain such variability within the system. The endogenous theory of variable 


capital-output ratio must be presented if they admit its variability in relation to the changes in the 
teal wages, 
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capital value during such a transformation by allowing enough time to 
capitalists. 

In Fig. 2 we measure the labour productivity and the real wage-rate 
along the north-axis, the capital intensity on the east-axis, and the number 
of workers employed along the south-axis and on the west-axis. Now 
suppose that the real wage is given at the point A along the north-axis, 




















a! 





Fic. 2 


Capitalists will choose the most profitable technique «. But X is given at 
Kk. Then by the obvious equality 


K _ 
we can determine immediately the number of workers employed under the 
capital intensity « and the volume of capital K. That is «’. This is dic- 
tated along the south-axis and the west-axis, and we copy the point A’ on 
the second quadrant which connects the point A and the point «’. Next, 
imagine that the real wage is given at the point B; then capitalists will choose 
the capital intensity 8 which maximises the rate of profit. In the same way 
dot the point B’ on the second quadrant which connects the point B and 
the point f’, 

If we repeat these procedures in the same way under any level of the 
real wages we can get a curve indicated on the second quadrant. As will 
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ie proved in the next section. this is nothing but the marginal productivity 
wrve of labour or the demand function for labour with K kept at KF. 

By a simple economic model we have shed light on the relationship 
yetween the labour productivity, the capital intensity, the rate of profit, the 
lative share of profit and the capital—output ratio under the state of given 
fand w. No one would deny that these phenomena constitute the most 
gsential parts of the capitalist economy. Our next problem then is to 
proceed with the analysis of the dynamic aspect of the capitalist economy.’ 


IV. TuHeory oF CApiraAL ACCUMULATION 


In this section we are going to drop the assumption of constant volume 
of capital and present an endogenous theory of capital accumulation. In 
oder to do this we must first make clear the structure of the national 
product for the determination of rate of capital accumulation. 

In general, the real wage is said to be equal to the marginal productivity 
of labour if competition is perfect.2 This theorem, however, has been so 
well explored that we need not here enquire into its details. Our problem 
s to enquire into the relationship between the marginal productivity of 
labour and the structure of the national product. 

The marginal productivity of labour is, as is well known, the partial 

1 The above model is essentially an alternative formulation of Bhm-Bawerk’s capital theory. 
In Bohm-Bawerk’s capital theory capital is supposed to consist of wage-goods, and the capital 
intensity is related only to the length of period of production. Further, he assumes the full 
employment of labourers. If we take this latter assumption into our model it follows: 


0 K 
al z=*(z) 
(2.2)* Care tw 
(2.3)* L=E 
4) K=F 


From equations (2.3)* and (2.4)* the capital intensity under full employment is determined. 
From equation (1.1)* we can determine the labour productivity under full employment. Since 
the derivative F’ is known, we can determine finally the level of real wages w from the equation 
12)*, which maximises the rate of profit. Whether we should treat the real wage-rate w as an 
uiknown or not (therefore whether we should treat the number of workers employed as a known 
ornot) depends upon the problem which the economist is trying to solve. However, as long as the 
equation (2.4)* is maintained, we cannot deem both variables as known at the same time. If we 
could regard K as an unknown, and only in this case, we might designate L and w as known variables. 
This is the economic problem in under-developed countries, where w is the subsistence wage-rate 
or the planned consumption level of a worker and L is the number of fully-employed workers. In 
this case K would presumably be interpreted as a desired capital importation from other countries 
which assures the maximum capital accumulation or the maximum growth rate of the economy, 
because the non-consumption surpluses are merely the funds for economic development. 

* Sometimes it is maintained that the marginal productivity of labour ‘‘ determines ”’ the real 
wage-rate. But this is not the correct statement of the marginal-productivity principle, because if 
the level of real wages is determined by such outside factors as the policy of trade unions, the marginal 
productivity of labour determines only the number of workers to be employed. The true statement 
ofthis principle is simply that the marginal productivity of labour is equal, or tends to be equal, to 
the real wage in an equilibrium condition. 
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derivative of the national output O with respect to L. Now, from the 
equation (2.1), we can derive 


0 =F(Z).1 = f(K,L) 


Differentiating O with respect to L, we have ! 


00 0 oF /K 


We note that this derivation and result are always true, disregarding the 
maximum condition of profit rate. However, if capitalists adopt the most 
profitable method of production, it is immediately evident from equation 
(2.2) that the marginal productivity of labour is equal to the real wage, 
namely 

60 . 

eo see 
This fact then tells us that the curve in the second quadrant in Fig. 2 is the 
marginal productivity curve of labour under the given volume of capital K 
(in our case, where the general price level is assumed to be unitary, the 
marginal productivity implies not only the physical but also value produc- 
tivity). 

Let us next prove that the function ? f(X, L) is a homogeneous function of 

the first degree. As universally known, the function f(K, L) is said to be 
homogeneous of the first degree, if 


S(gk, gl) = gf(K, L) = g0 
is established, where g is a positive number. Then, multiplying both K 
and L by g, we have 


K K O 
fle, el) = F(Er). gL = F(Z) gh =7 -gl =20 


Thus the function /(X, L) is proved to be homogeneous of the first degree. 
Since /(K, L) is homogeneous of the first degree, we have again 


00 


O= K+ a Ls 


Remember again that this result is quite independent of the behaviour of 
capitalists. Thus we can confirm that the national product O is the sum of 
the marginal productivity of capital times the volume of capital and the 
marginal productivity of labour times the number of workers employed. 


*(c) 
1 OF se _—-K ‘ A 
_*" aide date 
: 2 In aie. economics this is aiailltat called simply production function. 
3 This is the well-known Euler theorem on homogeneous function. See R. G. D. Allen, 


Mathematical Analysis for Economists (1938), pp. 315-20. 
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56) CAPITAL THEORY AND ECONOMIC GROWTH 521 
We afirm then that this equation denotes the “ production side of the 
stional product ” in the capitalist economy. 

As proved above, the real wage is equal to the marginal productivity of 
ybour if capitalists adopt the most profitable method of production. 
Therefore the total amount of wages is given by 

e0 
atthe maximum condition of profit rate. Needless to say, 

00 . 

agek = =F = P 
isthe total profit of the capitalists.1 The national product is thus distributed 
wholly among capitalists and workers without residuals according to their 
marginal productivities. We affirm then that the equation 
O=P+W 

indicates the “‘ distribution side of the national product ” in the capitalist 
economy.” 


To make the problem as simple as possible, we shall assume that workers 
consume the whole of their wages and that capitalists save and invest their 
whole profits. Although, in reality, workers save and capitalists consume 
apart of their incomes, such assumptions are, at least as a first approach, 
surely admissible in the capitalist economy. 

By this simplification, P is all expended to capital accumulation AX and 
Wto consumption C. The “ national product from the expenditure side ” 
can be thus shown by 

O=AK+C 

Summing up the above analysis, we have the following trinity of national 

product or income: 


Production side . . . O= K 4° ar é 
Distribution side . . . O= P + W 
Expenditure side . . . O= ak ae 
1 The equality of oo to F’ is proved as follows: 
20 oF a(r) L 


= alk. l= Sela F Spl = PF RL=F 


* This is an answer to the “‘ imputation-problem ” in the theory of production and distribution. 
Itshould be stated that our productivity function does not depend on the homogeneity of the first 
degree of f-function; on the contrary the homogeneity of the first degree of the f-function has been 
derived from the productivity function. It should be remembered that the validity of the marginal 
productivity principle for the imputation-problem is conditional upon the maximum rate of profit. 
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From this scheme, I believe, one can grasp the internal inter. 
dependence of production, distribution and expenditure in the capitalist 
economy. 

Armed with these analyses, let us introduce the dynamic aspect of 
capital accumulation into the system. Then we get 


of 
(3.1) o = F( ) 

0 
(3.2) =F 4 —- 
(3.3) w=w 
(3.4) F'K = aK 


There are apparently four equations to determine four variables O, L, K and 
w. So long as the initial value of K, say Ko, is given, we are able to deter. 
mine these variables uniquely (the initial value of X must be given because 
this system is a difference equation of the first order). 
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What are the characteristics of this system? And what direction does 
the dynamic movement of the national product and the number of workers 
employed take? Here again, let us elucidate the above system by a diagram. 

Let the real wage be given at the point A in Fig. 3. Capitalists will adopt 
the capital intensity C and employ the number of workers OE = OF by 
utilising the volume of capital Ky = OCDE given as an initial condition. 
The curve kg in the second quadrant is the marginal productivity curve of 
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labour with the volume of capital given at Ky. Since W = wl is the total 
yages, OF HI is the total volume of national product produced. Needless 
io say, AGHT is the total profits. 

By assumption, the whole of the profits are disbursed to capital accumula- 
tion, so that the volume of capital will be increased in the first period by the 
amount of AK, = K, — Ko. As the real wage is kept constant, the method 
of production to be employed does not undergo any change, so that AK, = 
AGHI = EDFM will be added to Ko. With the accumulation of capital, 
the number of workers to be employed will increase from OE = OF to 
0M = ON, and at the same time the marginal productivity curve of labour 
will shift to the new position k, denoted in the second quadrant. 

As Professor Hawtrey has defined it, the process of capital accumulation 
with the degree of capital intensity kept constant is expressed by the “‘ capital 
widening” (the capital accumulation with the increasing degree of capital 
intensity is called the ‘‘ capital deepening ”’).1_ If the case is capital widening 
the labour productivity remains at the same level regardless of capital 
accumulation, and the rate of profit, the relative share of profit and the 
capital-output ratio will never change. As will be seen in the next section, 
such a possibility will be found when the growth rate of capital is the same 
as that of labour supply. 


V. Process or Economic GRowTH 


So far, we have examined the conditions of capital accumulation while 
retaining the static assumption of a constant real wage. In this section we 
are going to drop this latter assumption and investigate the conditions of a 
variable real wage-rate. 

In general, we may say that a definitive theory of labour supply does 
not exist yet even in the absence of growth in the labour supply. In 
the classical schools the supply curve of labour is supposed, according to J. M. 
Keynes, to be an increasing function of the real wages owing to the increasing 
marginal disutility of labour.? But Béhm-Bawerk, for example, deemed the 
labour supply to be definitely inelastic to the changes in real wages; in other 
words, workers were assumed to accept any level of wages until they are fully 
employed.* Generally speaking, I believe, the simplest and most straight- 
forward formulation of the neo-classical assumption of the full employment 
of labour is to assume the infinitely inelastic supply function of labour with 


1 “The widening of the capital equipment means the extension of productive capacity by the 
flotation of new enterprises, or the expansion of existing enterprises, without any change in the 
amount of capital employed for each unit of output” (R. G. Hawtrey, Capital and Employment 
(1987), p. 36). The amount of capital employed for each unit of output is the same conception as 
the capital-output ratio in our model. 

* J. M. Keynes, The General Theory of Employment, Interest and Money (1936), p. 5. 
* Bohm-Bawerk, op. cit., Book VI. 
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respect to the real wages. In terms of Fig. 4 this is denoted, for instance, 
by a straight line no. 

In reality, however, there might exist in the society a customary level of 
real wages which workers do not allow to be reduced and even capitalisi 
accept as normal. Such a level is, of course, dependent on the historical, 
social and economic circumstances of the society. Particularly in the 
society in which trade unions have strong power, the policy of the unioy 
may have a dominant influence on the determination of such a level.! Jy 
order to focus our attention upon the role of capital accumulation, however, 


w 


— 

















ce) L 
Fic. 4 


it would be wisest to follow the neo-classical assumption of the full employ- 
ment of labour, namely the assumption of a perfectly inelastic supply curve 
of labour. In what follows we shall proceed on this assumption. 

In Fig. 4 let the marginal productivity curve of labour move from k, 
to k, as a consequence of capital accumulation. If the condition of labour 
supply does not undergo any change, in other words if there is no growth 
of labour supply, the real wage will be raised from A to B. But if there is 
any growth in labour supply such that the supply function of labour moves 
from no to n,, the real wage at full employment is attained at C’ instead 
of B. What are then the determinants of the growth in labour supply? 
Unfortunately, in this respect also, we have not yet a satisfactory theory of 
population. Therefore, it seems best to regard the growth in labour supply 
as autonomous.? 

Let G, be the growth rate of labour supply which is constantly given, 


1 If the trade union has the power to determine the real wages at any level and decides to fx 
it so as to make the amount of total wages maximum, this is given by the following condition: 


= A (wl) =L+2w=0 
Define the elasticity of labour demand with respect to the real wages as 
aL /L 
"= Fol in 
then we have Lil—7y) =0 y= 1 


That is, the trade union must determine the real wage so as to make 7 equal to unity. 
2 J. Robinson, of. cit., p. 68. 
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namely Gy = + = constant. Thus, under the assumption of full em- 


ployment, we may establish the following system of equations 


O K 
(4.1) | aa F(z) 
O ome 
(4.2) | as g y+ 
(4.3) F’ = =~] = G, 
(4.4) = = G, = constant 


There are four equations to determine the four variables 0, L K and w; then 
our economic system is complete. Needless to say, Ky and Ly must be 
added to this system as initial conditions to find out solutions (wy is not an 
independent variable under the assumption of full employment). 

Let us denote the growth rate of real wages by G,, namely G, = 0 . 
Then the question arises: What is the effect of difference between G, and 
G, upon G,? Common sense tells us that G, 20 according to G, = G,. 
This is true, as will be proved in what follows. But, for example, let 
G, = 20% and G, = 2%. What percentage may we expect for G,,? 

To reply to this question, we can derive the following equation from the 
above system: + 


1 /K\? »» 
G, = h(G, — G,); where h = -3(r)F 





1 The proof is as follows: 
Rewrite the equations (4.1)—(4.4) as 


(A) O= F.L 

(B) O=F'.K+w.L 
(C) AK/K = F’= G 

(D) AL/L = G, = constant. 


First, differentiate the equation (A), then it follows 
AO = AF.L + AL.F 
The function F being a function of K and L, we have 


oF oF 


Remembering oL = — F’ i and af = Fy (see the footnotes | on p. 520 and | on p. 521 in Section 
IV), we have again 1 K 
AF = F’— AK — F’— AL. 


L i 
Thus finally we have 


(A)* AO = F’.AK — rt AL + FAL. 
Next, differentiate the equation (B), then it follows 


AO = F’.AK + K.AF’ + w.AL + L.Aw. 
In the same way as (A)*, we have 


(B)* a0 = Ft aK —F* (4)'aL + FAK + wAL + Law 


Putting (A)* -- (B)* and remembering (B) and (D), we can finally obtain the equation desired. 
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For obvious reasons, f is positive in the normal situation, then we cap 
establish the following relations: 


if G, > G,, then G, > 0; 
if G, = G,, then G,, = 0; 
if G, < G,, then G, < 0. 


Remember that these are not the assumptions, but the necessary result 
obtained from the above system. Thus it becomes clear that the constancy 
of the real wage-rate is only a special case in these three cases. 

It would be worth while noticing here that, other things remaining 
constant, the growth rate of wages is higher if: 


(1) the level of real wages already attained is lower; 
(2) the capital intensity is higher; 
(3) the rate of decline of the profit, |F”|, is sharper. 


Therefore, even though G, = 20% and G, = 2%, we cannot be sure 
that G,, is always the same. 

Suppose that G, is larger than G,. Indeed, throughout the whole 
history of the capitalist economy so far, G, has seldom been known to exceed 
G, for a long time.!' As proved above, the real wage in period | becomes 
higher than that in the period 0, namely w, > wo, and capitalists are obliged 
to adopt a higher degree of capital intensity. As long as the state of pro- 
ductivity function remains constant the rate of profit on capital will ac- 
cordingly become lower. By the equation (4.3), F’K will be added to the 
system as a new capital increment AK, = K, — Xo, and at the same time 
the demand function for labour moves from ky to k,. 

So long as G, > G,, this process will be repeated. The real wages, the 
capital intensity and the labour productivity continue to increase and the 
rate of profit falls gradually. Some innovation is necessary to protect the 
system from a falling rate of profit, otherwise the capitalist economy will 
fall into a stationary state sooner or later. 

One remark should be made in this connection. As long as the growth 
rate of labour supply is given as a constant, the profit rate cannot be lower 
than this value. To see the reason for this, suppose that G, = G, has been 
reached owing to the decline in profit rate. The real wage will never rise 
any higher because of the equation G, = A(G, — G,), and the capital 
intensity becomes fixed. Even though the capital accumulation goes on, 
it is only the capital-widening process, and the capitalist economy falls into 
a stationary state before the profit rate reaches zero. The possibility ofa 
zero profit rate can arise only in the case of a zero or negative growth rate 
of population.” 

1 W. Fellner, Trends and Cycles in Economic Activity (1956), p. 195. 


2 If capitalists consume a part of their incomes, the rate of profit will never be zero, even 
though the rate of population growth is zero. 
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VII. Finat REMARKS 


So far we have been concerned with the analysis of growth process. In 
ality, however, there has been a ceaseless stream of technological and 
oganisational improvements, and the capitalist economy has been exposed 
incessantly to changes in the productivity function. But that problem 
is beyond the scope of the present paper, still more the analysis of trade- 
cycles. 


Kenjiro ARA 
Hitotsubashi University, 
Tokyo. 











DIFFERENTIAL PROFITS TAX? 


THE main change brought about by the 1958/9 Budget was the unifica. 
tion of the Profits Tax, which hitherto discriminated in favour of profit 
retained in the business. This reform was recommended by both the 
majority and by the dissenting members of the Royal Commission on the 
Taxation of Income and Profits. The difference between the two side 
was merely that the latter thought that such a reform should be ac. 
companied by the introduction of a capital-gains tax. On the principle of 
non-discrimination between retained profits and distributed dividends the 
Commission was unanimous.” 

The case for reform was also supported by the Economic Survey for 
Europe in 1955 of E.C.E. which benefited from the collaboration of 
Professor R. F. Kahn.* Thus there can be no question of the weight and 
disinterestedness of the massive opinion which supported the reform. 

I nevertheless believe the recommendation, if it is at all effective—which 
is doubtful—to be inimical to economic progress, especially in conditions 
such as Britain finds herself at present, and I therefore look forward to its 
reversal. The fact that after the publication of the Budget the shares of 
the least dynamic sections of British industry, ¢.g., beer, tobacco and real 
estate, benefited by the reform, of course, strengthens, but does not decisively 
influence, my view. 

The argument in favour of non-discrimination has been succinctly put 
by the majority of the Royal Commission on the Taxation of Profits and 
Income (paragraphs 532-40). Taking it in a more logical order than that 
presented, the case can be summed up in four points. 

1. A differential profits tax militates against the most efficient use of 
resources inasmuch as: (a) companies are not encouraged to distribute 
those profits which cannot be put to fruitful use, and this might lead to 
wasteful expenditure and to over-expansion in existing products, and 
(b) it depresses the market value of shares of enterprise, and thus places 
obstacles in the way of raising new capital,‘ especially discriminating 

1 I have much benefited by discussions with Mr. P. =treeten. Certain aspects of the problem 
have been discussed by us in ‘‘ A Reconsideration of Monetary Policy,” Bulletin of the Oxford 
University Institute of Statistics, November 1957, pp. 336-7 and by Mr. Streeten, ‘‘ Report of the 
Royal Commission on the Taxation of Profits and Income,”’ ibid., November 1955, pp. 341-2. 

2 Mr. Kaldor, a dissenting member of the Commission, also supported the change in his book 
An Expenditure Tax (London, 1955, especially pp. 124-9 and 162-72). Mr. Kaldor bases his 
objection mainly on the increase, as a result of differential dividend taxes, of earnings-yields on 
equity shares and the discrimination this implies, in his view, against rapidly growing firms. Heis, 
however, in favour of a dividend tax to be credited against income-tax. 

3 Especially Chapters 2, 3 and 4, pp. 33-113, in particular sections 2 and 3 of Chapter 4, 


pp. 91-100. 
* Paragraph 536. 
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against rapidly growing firms who cannot finance the total investment they 
wish to undertake by their own ploughed-back profits. 

9, This unfavourable effect is not mitigated by an increase in savings, as, 
in these conditions, “‘ men are more disposed to try to retain for themselves 


and their families their accustomed standard of living . . . by living on 
capital,” * hence net saving is not increased by the increase in retained 
profits. 


3. It does not encourage investment; indeed, it may depress it, as it 
tends to interfere with raising new capital, and distorts it by separating 
eternal and internal rates of return. The depression of share values 
through non-distribution raises the external terms on which capital can be 
raised, whilst those who have their own capital can undertake projects 
satisfying less stringent conditions and get higher returns. Thus of two 
firms, charging the same profit margins, faced with the same investment 
project, the firm with own capital can undertake it, but not the one that has 
to borrow. 

4, The majority of the Commission found that the differential tax was 
not very effective in any case, as it did not prevent an increase in dividend 
distribution after 1953.2 

I think that a weighing up of the two contrary arguments leads us to the 
conclusion that the tax has considerably influenced dividend distribution 
policy, and thus almost certainly increased net private savings, and 
considerably increased corporate savings. If we take into account the 
very sharp increase in personal savings after 1953, far exceeding the increase 
in dividends,* it is fair to argue that the majority’s second point, claiming 
that the effect of the tax on dividend distribution is offset by a decrease in 
savings, has not been borne out. Other factors were much more important 
in determining the course of savings. At the same time the increase in 
real consumption of non-wage-earners which has occurred since 1953, and 
which absorbed a large part of the increase in the national product, and 
even the windfall produced by the improvement of the terms of trade, 
suggests that increases in dividends would not altogether be saved (as 
indeed anyone would expect pace the majority of the Royal Commission). 


1 Paragraphs 535 and, dealing with the relative equity of the tax on distribution as against 
diminished rentier income, 538. This part of the argument has been effectively demolished by 
paragraphs 101-2 of the dissenting opinion. 

* Paragraph 537. This has been effectively contradicted by paragraphs 101-2 of the dissenting 
opinion, which showed conclusively that a very substantial change of dividend distribution has 
occurred since before the War, which cannot altogether be explained by the increased dynamism of 
British business. It is, to say the least, curious that the majority deprecate the effectiveness of 
monetary incentives, on which most of their recommendations really rest. There can hardly be a 
more powerful monetary incentive than the differential tax. If it were not effective this would be 
agood reason in favour of direct controls generally. 

* From 431 million in 1952 to £700 million in 1956, while personal savings increased from 
£623 million to £1,351 million in the same period. National Income and Expenditure, 1957, 
Tables 28 and 47. 
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The case against the differential tax, therefore, rests on the argument thy 
the consequential less efficient use of savings can be held to offset or mop 
than offset the consequences of the decrease in total savings which j 
inevitable. 

Thus the decisive argument in favour of a unified, non-discriminaton 
profits tax rests on two assumptions. The first of these is that the nop. 
distribution of dividends works in favour of existing (large) corporations by 
** placing an obstacle in the way of raising new capital” from the outsid 
capital market, and thus encourages the tendency towards monopoly an 
inefficiency. . 

I do not wish to argue the point whether a tendency towards large-scak 
production and concentration of production in a few hands encourages or 
discourages efficiency. What is at issue is whether a non-distribution of 
profits would necessarily add further force to such a tendency at all, This 
hinges on the further unstated assumption that access to the capital market 
is easier for small firms relatively to large ones to a degree greater than 
their relative power to earn high profits and thus secure capital through 
ploughing them back. This in turn implies that the capital market is 
relatively less imperfect than the market for manufactures, or at any rate 
that smaller firms produce for less imperfect markets than larger ones, and 
that the difference in imperfection is larger than the difference in the relative 
ease of access to the capital market. Alternatively it has to be argued that 
though the larger firms are more efficient than the smaller, inefficient ones 
have a relatively better access to the capital market. 

Anyone with any knowledge of the London Capital Market and of the 
very great difficulty in the way of small firms obtaining long-term finance 
could not possibly have put forward this view. There has been a continuous 
effort to obtain reasonable access on favourable terms to small firms 
Despite the activities of various new organs, such as the I.C.F.C., no really 
substantial progress has been made in this respect.2 The relative cost of 
small issues for lesser-known firms remains still far more burdensome 
than that of large ones, and the access to new capital still far more limited 
than any conceivable difference in their power to make profits. 

Nor is this all. The total amount of capital available on the capital 
market will, as the dissenting members of the Royal Commission have 
conclusively demonstrated, substantially decrease if the abolition of the 
differential tax is indeed effective in increasing distributions. Their 


1 Other, subsidiary arguments concern its alleged detrimental effects on the financial structure 
of firms by favouring debenture finance. But, by strengthening the trend towards ploughing bac 
of profits, this drawback—if it exists—seems counteracted. In any case the problem could be 
dealt with directly. Another charge concerns the inevitable complicatiors arising out of the need 
to subject later distribution out of ploughed-back profits to the higher tax rate of profits tax. There 
is some force in this administrative argument, but it could not possibly determine general economic 
policy. It can be dealt with by a dividend tax, 

2 The E.C.E. Survey (op. cit., pp. 111-12) stresses this fact. 











1958 


Sto 


SEPT, 


Nore 
h is 


tory 
NOn- 
8 by 


tside 


Cale 
S OF 
n of 


Tket 
han 
ugh 
t is 
rate 
and 
tive 
that 


nes 


g- 


-SB8e BE 


Ss 


ym 











1958] DIFFERENTIAL PROFITS TAX 531 


argument is conclusive—that a decrease in that part of current consumption, 
which is now financed by living on capital, can hardly offset the increase in 
current consumption due to the fact that less than 100% of the increased 
distribution of dividends will be saved. 

Now measures which increase the rate of distribution of profits will 
necessarily make the larger firms more dependent on capital supplied by the 
capital market. If my contention is correct, that their relative power to obtain 
capital from the capital market ts greater even than their relative power of accumulating 
capital by being favoured in the treatment of retained profits, there can be little 
doubt that smaller firms will be in a relatively weaker position to obtain 
capital even than they are now. Their access to the shrunken supply of 
savings will be made more difficult by the increased needs of larger firms. 

If we reflect that the shares of the larger firms will have been made 
even more relatively attractive to the public by a fuller distribution of 
dividends than those of the smaller ones, the conclusion is inevitable that the 
position of smaller firms will deteriorate as a result of the unification of the 
profits tax. One could only escape this conclusion by making the further 
assumption that the unification of the profits tax as such will make the 
larger firms’ markets less imperfect than they are, i.¢., that their profit 
margin will fall relatively to the profit margin of smaller firms because of 
the unification of the profits tax. This is patently absurd. 

The further (and contradictory) argument that a differential tax on the 
distribution of dividends does not encourage investment, at any rate by 
larger firms, ignores the principle of increasing risk which has been elabor- 
ated by Dr. Kalecki? already before the War, and which has been proved 
by post-war experience. Thus the argument that somehow or other the 
savings will be put to a less than optimal use by existing firms would have 
to rest on the second set of assumptions. It would have to be claimed that 
all firms are of the one-product type? or, alternatively, that a Board of 
Directors, with access to the expert advice of professional technicians, is less 
capable of judging the prospects of a product or technical improvement 
than private citizens advised by stockbrokers and solicitors at second-hand 
through favouring certain shares. But by the nature of industry, larger 
firms are forced to branch out increasingly into ancillary fields. The danger 
of over-investment in existing products, coupled with a neglect of evolving 
new products through increasing research, is unlikely to be stimulated. 
Research has tended to become a large-scale industry with increasing 
returns. Unless we assume that investors are even more acute than 
Lord Keynes,® and that they will be able to make their preferences count 
with Boards of Directors, this seems absurd. I do not have to enlarge in 


1 Essays in the Theory of Economic Fluctuations (London, 1939), p. 95. 

* Even the Majority of the Royal Commission does not go quite as far (cf. paragraph 539). 

* Who was far more successful on the foreign-exchange and commodity markets than on the 
Stock Exchange. 
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detail on the lack of realism of these further assumptions. I conclude, 
therefore, that the non-distribution of dividends is bound to stimulate inyeg. 
ment and that there is no reason to anticipate that the quality of this large 
investment is likely to suffer. 

There is one more thing to be said in this connection. Expanding firms 
are likely to work in markets in which demand is high. Thus it is likely 
that their capacity to accumulate retained profits is high and will rise jp 
accordance with their need. Nor can it be claimed that such firms ar 
handicapped in their access to new capital or need to restrict their activitig 
to projects which yield more than the rate of earnings. It is no doubt true 
that the earnings—price ratio will be higher than it would be if dividend 
distribution would be higher. This should not influence Boards of Directoy 
in their decisions over much. For a large part of the needs will be financed 
by retained profits, z.¢., very “cheaply.” It certainly does not seem that 
the expense on that part of the capital needs which cannot be met by 
ploughing back profits is at all comparable to the expense on the increased 
total capital needs which would have to be raised from outside in the absence 
of ploughing-back. Most investment projects large enough to need outside 
capital are “‘lumpy.’’ Thus marginal considerations do not apply. It isa 
question of all or nothing. And in that case ploughing back decreases the 
total cost. For the rest it is customary for firms to obtain capital from 
their own shareholders, and in an overwhelming proportion of cases they 
are able to do so. They can therefore be ‘‘ generous” in their terms 
for borrowing without injuring the interest of their shareholders. Often 
shareholders will consider such new issues as part bonus distribution on 
which, for the moment, no capital-gains tax need be paid. ‘This disposes 
effectively of the argument that the difference between “ internal” and 
“external” returns is likely to thwart the mechanism. The Boards of 
Directors will be able to rely on external finance without having to pay so 
much attention to its “ high cost.””. They can do so by knowing that 
will remain, so to speak, “‘ in the family.’’ Only if the more rapid rate ot 
expansion is not due to (or accompanied by) higher profit rates (e.g., because 
of a firm cutting prices) does a discriminating tax burden rapidly growing 
firms (or firms wishing to increase their rate of growth). But even in that 
case it need be shown that the general increase in savings does not offset this 
specific handicap. 

I conclude, therefore, that the recommendation of the Royal Com- 
mission, backed though it is by high expert opinion, is incorrect, and that 
unification of the profits tax, if it gives rise to a substantial increase in the 
distribution of earnings, will be disadvantageous to Britain, as it is bound to 
depress the rate of saving in the community. In addition, the increase in 
dividends and upper-class consumption is likely to increase the pressure for 
wage demands, and thus the difficulty of arriving at a solution of the 
problem of securing stability. This last argument effectively answers the 
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jea based on the quixotic argument that higher distributions would 
(cilitate the control of the economic system by monetary means, 2.¢., by 
banking policy and the Capital Issues Committee, because they would limit 
the liquid reserves of companies.’ Control of investment could be handled 
more effectively by direct tax measures, while the effects of increased 
distribution—both direct and indirect—are bound to increase inflationary 
pressure. 

The only argument which might reduce the force of these conclusions is 
that the dividends tax has not been effective and that its abolition will not 
yety much influence corporate dividened policy. In that case the only 
yfavourable social and political effect is the reduced, uncalled-for fillip * 
given to shares in companies in the quasi-static sectors of the economy. 
[tis doubtful, however, whether the change in the law will not put pressure 
on company boards to distribute more dividends. In these matters the 
general psychological atmosphere does matter. I hope therefore that 
differentiation in favour of ploughed-back profits will be reintroduced. I 
feel, however, that administrative convenience demands that it should be a 
dividends tax not ranking for income tax relief with a simultaneous reduction 
of the profits tax. This would avoid all complications of the old system 
which demanded a strict identification of ploughed-back profits so as to 
prevent this subsequent distribution. 

T. BALOGH 

Balliol College, 

Oxford. 


1 This effectively contradicts the argument, often used simultaneously and discussed above, 
that the accumulation of liquid reserves does not stimulate investment (this is also contradicted by 
the suspicions voiced that increased reserves will lead to ‘‘ wasteful ’’ expenditure). 

? It is doubtful whether this effect could be fully met by the recommendation of the Minority 
of the Commission, that the differential dividends tax should be abolished simultaneously with the 
introduction of a tax on capital gains. 














EUROPE AND THE MONEY MUDDLE 


A PLEA for international monetary co-operation from the distinguishe 
pen of Professor Triffin! is to be welcomed. He asks for more regional 
co-operation in Europe, and also closer co-operation on a world-wide scale, 
He has the advantage of being both a theorist and a realist who understan¢; 
practical limitations. As a principal founder of the European Payment 
Union, he writes with high authority about what can be managed and what 
is likely to succeed. 

He opens with a general synopsis. He does not agree with those who 
hold that a dollar shortage is likely to be chronic—but his book was written 
before he had a chance of studying the elaborate survey of Sir Donald 
McDougall. He does justice to the great recovery that Europe has made in 
the post-war period. “‘ The pace and amplitude of Europe’s recovery ha 
constantly belied the excessive caution and pessimism which has coloured, 
throughout the post-war years, most expert appraisals of Europe’s futur 
prospects and viability ” (p. 40). He gives its proper place to the contri. 
bution that Europe can make to world prosperity. There has been to 
much tendency to assign responsibility for any lowering of world activity to 
the United States. ‘“ The course of economic activity throughout the world 
can thus be vitally affected by events and policies in other countries as well 
as in the United States ” (p.21). In my own view a very grave responsibility 
for the recent down-turn in world affairs rested upon the United Kingdom. 

Professor Triffin has a passage on the theory of internal credit policy. 
This is difficult to follow; it is doubtful if new concepts in this historic field 
of subtle theorising and debate can be rendered intelligibly in so short an 
exposition. He uses the concept of excess liquidity; in the dynamic proces 
this usually accompanies a depression, although it may be granted that itis 
a force, more or less strong, making for expansion, or even inflation. Some 
hold that it operates in an inflationary sense only through its influence upon 
the propensity to invest; Professor Triffin appears to assign to it a more direct 
influence, but the mechanism is not explained. It is odd that in a section 
on this topic there is no mention at all of the rate of interest—nor, I think, 
anywhere in the book. 

Of the devaluation of 1949 he writes, “‘ It is difficult to escape the im- 
pression that the Dutch, British, and Norwegian devaluations of September 
1949 deteriorated these countries’ terms of trade far more than was necessaly 
to allow them to compete on the international markets for a level of export 
adequate to restore equilibrium in their balance of payments” (p. 75). 
And again, more strongly, “ The 1949 devaluations were excessive, of al 


1 Europe and the Money Muddle. By Robert Triffin (London: Oxford University Pres, 
1957, pp. xxviii + 351. 40s.). 
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least premature, so far as the restoration of competitiveness in international 
trade was concerned ” (p. 80). 

He has a number of original things to say both about Keynes’s Clearing 
Union, and about the International Monetary Fund. He lays stress on the 
shej | absence of any provision for the multilateral clearing of credit and debit 


Ona| | balances. 


ale “The only reference I have found to the problem in the record of 
ands pre-Bretton Woods negotiations was a question by Professor D. H. 
ents Robertson, asking how triangular settlements could be effected under 
vhat the Fund’s machinery. Robertson’s question was curtly dismissed by 


Harry White: this was only a technical detail which he would gladly 


whe leave to the drafting committee! As we shall see later, it is precisely 
ten this very technical detail that, from the start, precluded any real Fund 
nal impact on the bilateral system of payments which strangled post-war 

international transactions. It was the refusal or inability of the Fund 
ein to concern itself with this ‘ technical detail ’, that left a vacuum which 
has Europe and the United States alike felt impelled to fill through the 
red, creation of a new institution, the European Payments Union ” (p. 113). 
o There is a considerable section on the inception and later development of 


the European Payments Union, which, naturally, has high authority, and 
will be of the greatest use to all students seeking knowledge of that institution. 
orld The text broadens out into a survey of the immediate prospect of general 
convertibility. On this Professor Triffin is an optimist, and he supports his 
lity optimism by sound argument. There is much of great value in this survey. 
Ipick only on one particular slant that he gives to his narrative for criticism. 
Here he seems to lose that realism which is in other respects so marked and 
‘eld | Valuable a feature of his writing. My criticism does not touch the universal 
and long-run aspects of his argument, but only its implications for the here 
ces | aud now, with which he is also concerned. 

itis “To be at all meaningful, the restoration of convertibility would there- 
sme | ‘ore require the removal of trade restrictions as well as of exchange restric- 
tions” (p. 237). ‘“* In the absence of external assistance, the deficit country 
rect | Will be forced by the depletion of its international reserves either to stop its 
‘ion | inflation, or to devalue its currency, or to resort to trade or exchange 
ink, | ‘strictions. The first of these solutions will generally be deemed preferable 
to the second,”—about this there is no quarrel—‘ and the second to the 
im. | third” (p. 254). About the latter there need be no quarrel either, in the 
ber | ‘ong run, but the immediate prospect is somewhat different. Along with 
ary | this point of view, I would take the passage in which he tends to deprecate 
ors | controls of capital movements, while recognising that the liberalisation 
75), | current transactions is more important. “ The maintenance of capital 
rat | Controls necessitates, however, a continued supervision over current trans- 
actions as well, and such supervision may be difficult to reconcile with 
market techniques of currency convertibility ” (p. 236). 
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In the immediate future the question of the convertibility of sterling 
remains—despite the British muddles of the last two or three years—in the 
forefront of the question of the convertibility of currencies generally. From 
that, Professor Triffin would, I think, as a realist, admit that there is po 
escape. Since February 1955 sterling has been de facto convertible at q 
discount of about 1%. Before proceeding to the full de jure status, it would 
seem desirable to try out the de facto system with a low Bank Rate and with 
the elimination of the 1%. I believe, here agreeing with Professor Triffin’; 
optimism, that we are not at all far from the feasibility of this, if only the 
British authorities would brace themselves to it (March 1958). But 
Professor Triffin’s attitude in regard to trade restrictions and capital move. 
ments makes the matter much more difficult. He may be sacrificing the 
practicable and possible for the sake of a universal ideal. His view is held 
by others, and his lending it his authority could actually do harm by 
frightening the British off the form of sterling convertibility that alone is 
practicable. It may be the case that, in a general way, a trade discrimina- 
tion has the same effect, clearly to the detriment of the economic optimum, 
as has an exchange restriction. It by no means follows that there would be 
no gain if sterling became convertible while sterling-area trade restrictions 
were maintained. Such a situation might be regarded, from an abstract 
point of view, as a half-way house. It would involve the achievement of an 
important stage of progress towards full multi-lateralism. For it would 
mean that third-party holders of sterling would be free to use it for the 
purchase of dollar goods. That would be a distinct gain, even if members 
of the sterling area were still restricted, in a greater or less degree, according 
as the situation developed, by trade restrictions. Such convertibility would 
impose a new strain on sterling, since, if the third-party world became 
subject again to a dollar shortage, sterling would bear the brunt. Yet the 
incidence of this possible dollar shortage on sterling would be relieved, to the 
extent that there was the possibility of maintaining, or even tightening, trade 
restrictions on dollar purchases within the sterling area. After all, the ster- 
ling area is a considerable part of the whole world; the restoration of de jure 
convertibility, in conjunction with the maintenance of trade-restriction 
machinery, surely stands out as the natural next step to take, now that the 
de facto convertibility step has already been taken and had success for three 
years, towards the complete ideal of fuli multi-lateral non-discriminatory 
freedom from exchange or trade restriction. That would take us one stage 
nearer the ideal. 

But if the dogmatists of multi-lateralism, whom Professor Triffin appears 
unhappily to be joining, deny our right to advance to this next stage on the 
journey, and say that there can be no de jure convertibility without a general 
dismantling of trade restrictions, that may merely have the effect of frighten- 
ing the British off making this further advance. If their only reward for their 
action is to be beset by representations and protests from international bodies 
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and by claims that they have no right to maintain trade restrictions, they 
may decide that it is better to continue with the present status quo. Professor 
Trifin regrets that the International Monetary Fund cannot take official 
cognisance of trade restrictions; that was no doubt deliberately intended; 
while not in accord with the universal idea, it might be of great help in 
the present situation, since it might enable Britain to take this important 
practical step forward, without being pestered by representations that 
she must simultaneously make another, and perhaps more difficult, advance. 
Itis a curious thing that the proposal for what the non-British call “ non- 
resident convertibility ’’ appears to arouse a certain amount of illwill abroad. 
for by this very act, which entails displeasure, Britain would in fact give 
non-residents advantages, namely, the unimpeded right to buy dollar goods 
with sterling earned, while denying herself, through trade restrictions, those 
ame advantages. And because it would be, in a certain sense, an act of 
gif-denial, there is some doubt about how far Britain can go in asking other 
members of the sterling area to act with her. This is probably the most 
important obstacle to sterling convertibility at present. All depends on 
whether it was contemplated that there would have to be severe restrictions, 
on the general environment, on the hope that this important step forward 
would soon lead to a better pattern of trade and a subsequent further ad- 
vance. It might be argued that the substitution of de jure for de facto con- 
vertibility, while still maintaining trade restrictions, would not be a clear 
gin. This is to ignore the all-important point that the de jure convertibility 
of sterling would be the signal for the re-establishment of the convertibility 
ofa large number of other currencies. This could surely be a great gain. 
Even more effective in frightening Britain off would be the idea that 
freedom for capital movement must follow hard on the heels of convertibility. 
Professor Triffin does not take this nearly seriously enough from the British 
point of view. ‘The British position is probably unique, owing to her vast 
amount of portfolio capital. Her unbroken history of solvency means that 
she is still carrying National Debt representing expenditures in the wars of 
freedom against Louis XIV, Napoleon, Kaiser William II and Hitler, along 
with expenditures on secondary wars, some of which may have been less 
justifiable. And a large proportion of her industrial capital is represented 
by portfolio securities. Is it to be believed that their holders, whether 
insurance companies, private persons, trustees, etc., would not be tempted, 
nay, would not think it their positive duty, to sprinkle their portfolios with 
American holdings, after having been denied this right, except for the 
premium market, for nearly twenty years? Germany has been allowing 
the lawful export of capital, but there has been little drain in consequence. 
The reason is simply that there is comparatively little portfolio capital in 
Germany, owing to well-known events. Thus, the German precedent is 
imelevant from the British point of view. 
These criticisms of Professor Triffin’s general attitude may seem some- 
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what insular. But we cannot get away from the fact that sterling is of key 
importance in this question of restoring convertibility. And Profess, 
Triffin’s concept of what convertibility should entail ignores the Britis, 
difficulties, and could, by consequence, postpone the coming into effect of 
convertibility, which he rightly desires. 

In a passage on the shortage of reserves, he treats the question of the 
raising of the dollar price of gold in a shockingly cavalier manner, dismissing 
it in a few lines. ‘‘ The barrenness of this proposal makes it most repugnant 
to those who think that the international need for liquidity can be put to 
better use than financing and digging gold from the entrails of the earth and 
reburying it in the vaults of Fort Knox and other gold graves” (p. 298), 
This is unadulterated prejudice and obscurantism. The main benefit of 
raising the price of gold would lie in the revaluation of existing stocks, the 
second in reducing the “ disappearance” of gold into private hoards; 
higher production comes third. If liquidity is important, why should the 
devotion of a minute proportion of human labour to providing it be 
“barren”? Is all the work of all the clerks who ply their pens in banks also 
barren? 

It is not clear that Professor Triffin’s own proposal, for enlarging the scope 
of the gold-exchange standard, avoids the objections to that standard. Its 
defect is that it does not increase net liquidity. He proposes that the nations 
should place deposits at the International Monetary Fund. _Is this another 
way of proposing that the subscription should be enlarged, and brought up 
to Keynes’s own figures (which Professor Triffin thought excessive)? Keynes 
hoped to increase liquidity, but it is doubtful if even his proposals, anyhow 
for the initial quotas, would have sufficed to offset the loss of liquidity due 
to the diminished value of monetary gold stocks in the world. 

Professor Triffin admits that “one may shudder at the negotiating 
difficulties which the implementation of such proposals would raise” 
(p. 301). Professor Triffin’s strongest point about gold is that a revaluation 
of gold “ would appear totally unpalatable to public opinion in the United 
States’ (p. 298). The “ public” in question is only a small handful of 
people. They may learn sense in time. 

R. F. Harrop 
Christ Church, 
Oxford. 
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REVIEWS 


Theoretical Welfare Economics. By J. pe V. Graarr. (London: Cambridge 
University Press, 1957. Pp.x + 178. 22s. 6d.) 


Or the many books that are now available on welfare economics, I judge 
this to be one of the best. It was written as a thesis by a brilliant South 
African, who left his impress on the Cambridge environment but who sub- 
sequently revealed a preference to be a non-economist. We are indebted to 
those friends of Graaff who rescued the work from the obscurity of a library 
yault and got it published in book form. (Although dated 1957, the book 
gives internal evidence of having been largely completed around 1951. For 
example, only perfunctory notice is taken of Arrow’s important book, and all 
references to Little are to the articles that preceded the appearance of Little’s 
book.) 

Modern welfare economics has suffered from pretentiousness. So in this 
rather advanced discussion, Graaff is careful to lean over backwards—meticu- 
lously pointing out the limitations of his findings. His discussion of each 
point is brief, almost too brief. Twelve chapters and four mathematical 
appendixes are packed into 170 small pages. The variety of subjects can 
be judged from a listing: technology (principally external effects); tastes 
(utility frontiers of the Pareto type, Bergson inter-personal social-welfare 
economics); indivisibility; uncertainty; foreign trade (optimal tariffs) ; 
marginal cost pricing; social income and index numbers. 

While Graaff’s discussion is not elementary, those just beginning their 
study of welfare economics will probably feel they are getting something 
from the book. For the most part the sexy symbols of mathematics are con- 
fined to Appendix ghettos or to footnotes. Even the theorist without much 
interest in welfare economics per se will benefit from the book—by seeing how 
Graaff grapples with problems of externality, indivisibility, uncertainty and 
other pathological phenomena. 

Where does Graaff fit into the history of welfare economics? Since the 
days of Smith and before, economists have felt that perfect competition— 
when conditions for it are right—does accomplish something. By the time 
of Marshall and Walras, they had begun to realise that the initial ‘‘ distribu- 
tion of income ”’ had to be ethically right if the competitive mechanism were 
to get you to the best state of the world. A little later, economists began to 
realise that they could not prove, from inside of technical economics and by 
the usual tools of science, that one ethical evaluation is “‘ better”’ than an- 
other. Pareto at the turn of the century sensed (but perhaps never rigor- 
ously stated) the theorem that by means of lump-sum redistributions the 
device of perfect competition could in ideal circumstances be used by 
any ethical observer (who respected individual’s tastes) to compute his best 
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state of the world. This is the nub of what it is that is valid in Smith’ 
Invisible Hand doctrine. 

An ethical observer who respects people’s tastes could not call a situation 
an optimum if there exists a movement from it which will make everyone 
feel better off. So it is a necessary (but not sufficient) condition for his social 
optimum that it fall at a point on what we might call Edgeworth’s “ general. 
ised contract locus ” (both in a production and consumption sense)—or oj 
the set of “‘ Pareto-optimal utility frontier points.” Pareto, for reasons that 
I have never found convincing, tried to elevate these necessary conditions for 
an optimum into a wertfret system of “ new welfare economics.” By the 
mid-1930s, Lerner’s writings had rediscovered the content of Pareto’s neces. 
sary conditions. And around 1938, Bergson (and I following him) had 
straightened out the interrelations: first, between the old, hedonistic welfare 
economics and one involving general, interpersonal comparisons, and, second, 
between partial, necessary conditions for a normative optimum and com- 
plete necessary and sufficient conditions. In 1939 Kaldor and Hicks redis. 
covered the Pareto urge to elevate into a new welfare economics the subset 
of necessary optimality conditions which can be written independently of a 
social-welfare function. In addition to a technical criticism or correction 
by Scitovsky, there was considerable criticism in the war and post-war years 
of this attempt—with Little’s book typifying the general disillusionment with 
the claims of welfare economists. Arrow’s fundamental 1951 book breaks 
ground into the important realm of political philosophy and mathematical 
politics. It proves the non-existence of a reasonable “ constitutional fune- 
tion” or “ method-of-compromising-and-scoring-all-possible-ballots fune- 
tion.” I believe such a constitutional function ought not to be confused with 
a Bergson social-welfare function, which makes interpersonal ordinal con- 
parisons among a given set of individuals’ tastes. 

Graaff is in the mainstream of Bergson’s kind of welfare analysis—which 
is no doubt why I found him so sage on point after point. He takes for 
granted, in rather a merciless way, the untenability of most simpliste versions 
of welfare economics and proceeds with the business at hand of analysing 
such realistic difficulties as externalities, indivisibilities, and the like. It is 
partly a matter of temperament that his findings are stated in a somewhat 
nihilistic manner: one who accepts the universe in a cheerful David Hume 
way might state the same conclusions and yet give a quite different impression. 

Among arguments so numerous and detailed, the slips are remarkably 
scarce. Whereas a few of Graaff’s arguments might have benefited from 
linear programming developments of recent years, it is astonishing how up to 
date the discussion reads. Personally, I should have been willing to sacrifice 
a few pages of the now overworked optimal tariff for a longer and more 
constructive attack on the problem of “ the feasible optimum ” along the 
lines of Ramsey and Boiteux. (I do not call this the economics of the 
* second best,” because it is the economics of the feasible first-best.) But 
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ye must all be grateful for this able last testament of Graaff, and lament that 


economics has lost so able a mind. 
PauLt A. SAMUELSON 


Massachusetts Institute of Technology, 
Cambridge, Massachusetts. 


Towards a More General Theory of Value. By E. H. CHamBeruin. (New 
York and London: Oxford University Press, 1957. Pp. xii + 318. 
40s.) 

In this book Professor Chamberlin has collected together sixteen separate 

pers, of which four are published for the first time. By far the greater 
part of the book is devoted to restatement, expansion and defence of his 
famous work on monopolistic competition. ‘Throughout he has a complaint 
tomake, namely, that his theory has been the subject of far-reaching mis- 
understanding, largely because it has been confused with what he argues to be 
the totally different analysis of imperfect competition published by Mrs. 

Robinson in the same year as his original Theory of Monopolistic Competition. 

The reader of the book under review should not be put off by what is perhaps 

an over-frequent recurrence to this complaint; for there is much substance 

inthese Essays to enable him more fully to understand Professor Chamberlin’s 
doctrines. In particular, Essay 1 (Towards a More General Theory of 

Value), Essay 3 (Monopolistic Competition Revisited) and Essay 7 (Some 

Aspects of Nonprice Competition) admirably provide an up-to-date re- 

statement of the theory of monopolistic competition. 

The book also contains some other Essays which are somewhat more 
loosely connected with this central theme; and three of these are of par- 
ticular interest. Essay 9 (Proportionality, Divisibility and Economies of 
Scale) reproduces the author’s well-known article on the question whether 
the existence of increasing returns to scale can always be traced to in- 
divisibilities of one kind or another. Essay 11 (An Experimental Imperfect 
Market) describes the game played in Professor Chamberlin’s seminar to 
reproduce an imperfect economic market, and gives some most interesting 
results from the experiment. Essay 12 (The Monopoly Power of Labour) 
provides a well-argued and provocative challenge to many arguments 
frequently used to justify the privileged monopoly powers conferred upon 
trade unions in modern societies. 

But to return to the central issue of this book. How far does Professor 
Chamberlin justify his contention that his theory has been misunderstood 
by being confused with Mrs. Robinson’s analysis of imperfect competition ? 
Mrs. Robinson’s Economics of Imperfect Competition gave an exhaustive account 
ofthe operation of the principle of profit maximisation (the equality between 
marginal cost and marginal revenue) in conditions in which the individual 
frm by altering its sales and purchases might affect the price of what it sold 
and what it bought. This is, after all, a large part of the subject matter of 
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Professor Chamberlin’s book; and in so far as this is so, the two works ap 
properly regarded by the general body of economists as covering the sam, 
ground. 

In analysing the implications of profit maximisation when the firm cap 
influence the price of what it buys and what it sells, Mrs. Robinson’s wor} 
went into much greater detail than that of Professor Chamberlin. By. 
on the other hand, Professor Chamberlin claims that he covered in hi 
theory three aspects of the problem which were inadequately or not at al] 
covered by Mrs. Robinson; namely, selling costs; oligopoly; and req 
differentiation of the product. 

In so far as selling costs are concerned, Mrs. Robinson worked on the 
assumption that the firm’s demand curve could be taken to represent its 
selling price less the cost of selling the product. The diagram reproduced 
on p. 151 of the volume under review from an article by Mr. Henry Smith 
in fact shows that this procedure is quite legitimate. If in that diagram we 
take the curve D’D’ instead of the curve DD as the demand curve facing the 
firm, we can proceed with the rest of Mrs. Robinson’s constructions. This 
difference between Mrs. Robinson’s and Professor Chamberlin’s treatment 
is not of essential importance. 

Professor Chamberlin’s contention that he covered, while Mrs. Robinson 
did not cover, oligopolistic repercussions is true and important; but while 
Professor Chamberlin stated and discussed the problem of oligopoly, he did 
not make his main contribution in helping to solve it. 

Much the most important part of Professor Chamberlin’s claim, in the 
view of the present reviewer, is that which relates broadly to the differentia. 
tion of the product. Here the restatement of his theory by analogy with 
the problem of location (see pp. 47 and 124~9 of the book under review) 
is particularly illuminating. In any spatial area of consumers to introduce 
a new shop in between existing shops is to introduce a real differentiation 
in products, since goods available at the new retail outlet are preferred 
to more distant goods by those who live near the new shop, though they are 
also in very close competition with goods from neighbouring retail outlets 
Similarly, there may be an infinitely divisible span of potential real produc 
differentiation between existing products. Mrs. Robinson confined her 
self to a discussion of imperfect competition between a group of producers 
producing what was really a homogeneous product. 

Professor Chamberlin’s type of product differentiation does give rise to 
two really important new issues. First, its implications for welfare eco 
nomics are clearly quite different from those of Mrs. Robinson’s assumptions; 
in his construction, variety has a real utility, whereas in Mrs. Robinson’sit 
has not. Second, Professor Chamberlin’s construction naturally allows 
room for freedom of entry, even though demand curves slope downward 
for the individual firm. There is no contradiction in assuming that a new 
shop will enter a retail market if retailing is making abnormally high 
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fits, even though existing shops would have to lower their prices in order 
tosell more; the new shop will enter the market in between the existing 
shops, and will automatically receive the real preferences of the customers 
in that locality. But there is some difficulty in assuming that a new firm 
yill automatically enter an industry which is making a high profit if the 
consumer’s preferences are irrational. For why, if there are no real differ- 
ences in the product, should it be easy for a new firm to sell a new brand of 
agiven product when existing firms find such difficulty in expanding their 
markets for their own brands? The well-known equilibrium position in 
yhich the demand curve and the average-cost curve are tangential is a 
natural part of Professor Chamberlin’s world. It is more difficult to know 
yhat it was doing in Mrs. Robinson’s. 

J. E. MEADE 
Christ’s College, 
Cambridge. 


Time in Economics. By G. L. S. SHackte. (Amsterdam: North-Holland 
Publishing Company, 1957. Pp. 111.) 


Tuts little book contains three lectures delivered in Amsterdam under the 
Professor F. de Vries Foundation, together with one on “‘ The Limitations of 
Economic Theory ”’ delivered in the Hague. As one expects from Professor 
Shackle, the lectures are written in a style which is clear, forceful and 
imaginative. They develop ideas which he has already made familiar by 
his work on the theory of expectations, and he has added a useful list of 
books and articles containing substantial discussion of the Shackle theories. 

Two moments of time can never be simultaneously present to an observer 
intheir actuality; but the anticipation and the memory of other moments 
belong to the present, and can there be compared together and with the 
immediate experience of the present. The anticipation and the memory 
change as time rolls on; the headmaster, remembered with awe by the boy 
new from school, is remembered with affection forty years on; the holiday 
which rouses only the vaguest feelings a year in advance gives a lively 
pleasure by anticipation on the night before it begins. Decisions are made 
fom time to time, and these involve a comparison of the anticipations of 
diferent possibilities at the moment when a decision is reached. Professor 
Shackle rightly points out that, since a decision is thus an inward comparison 
ofmental states, there is no valid distinction between rational and irrational 
decisions. 

The process of decision-making Professor Shackle regards as essen- 
tially creative or inspirational—not the formal solution to a formal prob- 
km, but as introducing a new element into the situation, which is 
fundamentally unpredictable. In consequence, economic dynamics cannot 
be the formal solution of a mechanical system, embracing “‘ a sequence of 
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moments in their actuality *’; its concern is “ the internal structure of the 
individual’s solitary moment-in-being,’ his memories, expectations ang 
decisions. Uncertainty is of its very structure. At this point of his argy. 
ment Professor Shackle does not, I think, deal adequately with the notion 
of a statistical dynamics, based on a concealed orderliness in the personal 
and varied anticipations and reactions of individuals. 

In his second lecture Professor Shackle states the elements of his theory 
of potential surprise and of focus outcomes, starting from the idea of the 
essential uniqueness of a decision, because it belongs to the state of mind 
of an individual in a particular moment, and in particular of decisions 
which in themselves change the conditions for all future decisions. The 
broad lines of the argument are familiar from earlier writings, but dispro. 
portionate attention is given to a line of criticism which may be known a 
Carter’s Error, and which was dealt with by Mr. W. M. Gorman in the 
Economic JourNAL for September 1957 (p. 549). This arose from an in. 
cautiously worded statement which I made about the impossibility of com- 
pounding two pure rankings to produce a third. What I meant, and should 
have said, is not worth developing here, for Professor Shackle in chasing 
this matter is ignoring a much stronger line of criticism. 

This relates to his continued unwillingness to recognise any distinction 
between outcomes which are “ perfectly possible,’ or carry zero potential 
surprise. These outcomes are (on p. 47) both “ equally ”’ possible and 
** perfectly ’ possible. But surely these concepts are not the same; and 
I think that their difference explains some of the facts brought forward in 
disproof of Professor Shackle’s theory. It is perfectly possible that the 
Conservative party will win the next election, and perfectly possible that 
the Labour party will win; both of these outcomes occasion zero potential 
surprise (whereas a victory for the Liberal party would occasion the maxi- 
mum of surprise). But a Conservative victory and a Labour victory are 
not equally possible; if I am offered a choice between £1 for a Labour 
victory, and 25s. for a Conservative victory, then on present anticipation 
my focus-gain is not 25s., but £1. I suggest that for the sake of making 
more deadly his thrust at the statistical concept of probability, Professor 
Shackle has thrown away some of the reality of subjective probability. 

The third lecture consists of some elegant examples of the results of 
bringing anticipations clearly and explicitly into economic theory. They 
relate to the mechanism of boom and collapse, as explained by the fact 
that investment schemes, once well begun, cannot be turned back, but may 
create the conditions which inhibit any further investment schemes; to 
“the multiplier as a complete and self-sufficient mechanism of output 
fluctuations’; and to the ‘‘ inherent restlessness ’’ of the rate of interest, 
a subject previously discussed in Professor Shackle’s book Expectations, lv 
vestment and Income. These examples are not, of course, necessary as 4 

justification for the study of expectations; that justification rests in the 
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mature of reality. But they suggest that this still-neglected subject has more 


wo yield of useful results. 
C. F. Carter 
The Queen’s University . 
Belfast. 


idivity Analysis and the Theory of Economic Equilibrium. By HELEN MaKower. 
(London: Macmillan, 1957. Pp. xiv + 192. 25s.) 


Tue development by Koopmans and others of activity analysis was 
bly the greatest advance in economic theory since Marshall. That 
ihe latter’s method of partial analysis can throw light on so many problems 
sa measure of his greatness; but it has long been apparent that where a 
problem involves essentially more than a very few variables, partial analysis 
an be seriously misleading. Such problems are, unfortunately, very 
«mmon in economics. We have all been aware of the unreality of the 
single-product firm, the two-commodity international trade and the elabor- 
ately stationary world of capital theory. Nor have former attempts at 
generality achieved more than vague or purely formal solutions. 

Activity analysis provides a simple technique for producing precise and 
weful answers to such problems. Why, then, has such a powerful tool 
teen so neglected by British economists? It is largely because, although 
the mathematical principles involved are in fact simpler than those of the 
marginal analysis, the leading expositors have used a rather overpowering 
mathematical apparatus. There has been, in other words, a crying need 
fr a non-mathematical introduction to the subject, and Miss Makower has 
tow given us just such a book. 

The first part of the book gives a painstaking exposition of the funda- 
mental concepts, while the remainder is devoted to applications of the 
nethod to taxation, international trade and capital theory. Even the most 
mathematically ignorant reader should be able, by working carefully through 
ihe book, to gain a useful knowledge of the method and some of its possible 
applications. ‘The book confines itself to comparative statics, which is a 
jity, since activity analysis has perhaps its greatest potentialities in dynamic 
problems. However, even within its terms of reference, there are some 
rspects in which the book is not entirely satisfactory. 

Perhaps the most important of these concerns the implications of the 
assumptions of activity analysis. The basic assumption, that an economy 
an be represented by a finite number of “ activities,’ each subject to 
wnstant returns to scale, seems on the face of it highly restrictive. A discus- 
ion of how such a theory can yet represent diminishing returns (and to 
wme extent increasing returns) is obviously a vital part of any introduction 
othe subject. Unfortunately, this part of Miss Makower’s exposition is, 
io say the least, obscure. If I have read her aright, she is arguing in 


Chapter VI that varying rates of substitution (curvature of isoquants) is 
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‘not best regarded’ as a technological characteristic. If so, I fear she 
will find few to agree with her—if only because in real life technologies do 
have curved isoquants. However this may be, the exposition of Chapt 
VI is hardly clear enough for a text-book. I suspect that the trouble stens 
from a failure to maintain a sharp distinction between diminishing retury 
to scale and diminishing returns to a factor; but a few illustrative diagrams 
would help, as would an explicit treatment of the simple and important 
concept of convexity. 

Miss Makower brushes aside the question of increasing returns and 
skates rather lightly over the problems raised when prices cannot be assumed 
constant. These are both difficult points, but they are not unimportant, 
On the other hand, it is difficult to share her enthusiasm for formulating 
the theory of consumers’ behaviour in terms of activity analysis. Certainly 
it can be done, but the important question is whether it is illuminating to 
do so. Of the applications, that to international trade is delightfully clear 
and suggestive. On the other hand, although the discussion of taxation prob- 
lems is clear, one wonders whether activity analysis plays an essential part, 
while the application to capital theory gives the impression of being not 
fully worked out. One must note, too, that the writing is sometimes regret. 
tably careless. 

However, these are all minor blemishes in a book which (except for 
Chapter VI) is admirably written and which must rank as one of the most 
important expository works of recent years. I hope it will soon come to be 
compulsory reading for all students of economic theory. 

M. J. FARRELL 
Cambridge. 


Exakte ekonomie. By D. B. J. Schouten. (Leiden: Stenfert Kroese, 1957. 
9”. Pp. vii + 226.) 

Tue object of this book is to represent various economic theories by 
a series of simple mathematical models. Professor Schouten has selected 
ten doctrines that in his opinion sum up the accumulated wisdom of economic 
theorists, and stresses that they are all equally valid, although they may, 
of course, apply to different problems. The first five chapters of the book 
deal with the economic process as a whole, and are associated with the 
views of Quesnay, Ricardo, Marx, Walras and Keynes in succession. The 
second half is concerned with slightly more specific problems and covers 
the trade cycle, production and allocation, and international trade. There 
is a concluding chapter on economic policy. 

The treatment of these diverse subjects follows a uniform pattern. It 
begins with a brief statement of the assumptions, which are then translated 
into a set of very simple algebraic equations. The main discussion of the 
model and its properties and implications comes next, and after this each 
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dapter concludes with a numerical example; values of the system’s data 
ye provided and the equations are duly solved to yield the entries for a 
imple form of national accounting. 

The uniform arrangement of alternative theories in standard mathemati- 
al form is an excellent and, I believe, novel idea. The didactic advantages 
{the method are obvious, and it can in particular bring out clearly what 
mecial assumptions give each model its distinctive properties. In doing 
git would demonstrate the merits of explicit algebra in the discussion of 
istract theories, and I think this is one of the objects the author had in 
nind. When measured by the high standards to which it aspires, however, 
ihe present execution of the scheme is somewhat disappointing. In the 
arly chapters the successive theories represent variations on a common 
model, but later on the link between the various parts becomes tenuous. 
\oreover, within the individual chapters the opportunities of the chosen 
proach do not seem to have been fully exploited. The numerical ex- 
amples tend to stand apart from the rest, and the discussion of the model 
soften only loosely related to the mathematical properties of the set of 
uations given earlier. In part this may be due to a self-imposed limitation 
f the mathematics, which excludes calculus and beyond. Strictly, this 
hhould make the book accessible to all, but it is doubtful whether it does 
win fact. The author tells us this is part of a wager he was challenged 
joaccept; but while he may presumably be congratulated on winning his 
xt, its conditions have not improved the efficiency of his expository method. 
fven where the ingenuity displayed in overcoming this handicap is to be 
admired, one feels that there are better principles to determine the level 
fmathematics employed. 

If it is not entirely successful in the execution of its original design, the 
book unexpectedly has its best parts in the treatment of the sheer economics 
ifthe individual theories. ‘The treatment is at an advanced level, but there 
s little or no argument of the specialist kind which inquires what Marx 
rally meant. Professor Schouten is here original and imaginative, and he 
snot afraid to present Quesnay’s system in the guise of an input-output 
uble or to base his discussion of production and allocation on linear pro- 
gamming concepts. The clarity which is achieved in the unorthodox 
presentation of traditionally difficult classical doctrines constitutes the main 


ontribution of this book. 
J. S. Cramer 
Department of Applied Economics, 
Cambridge. 


Komomic Models. An exposition. By E.F.Bracu. (New York: John Wiley 
(London: Chapman & Hall), 1957. Pp. xi + 227. 60s.) 
To the growing text-book literature on mathematical economics and 
ttonometrics, Professor Beach contributes an introductory volume designed 
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for use at a very elementary level. The first six chapters cover mathematica) 
economics on the matter of description and analysis of supply—deman4 
models and aggregative models of the economy as a whole. Static ang 
dynamic, linear and non-linear systems are discussed. The models ap 
presented directly as final products, and there is no attempt to develop the 
underlying mathematical theory of micro-economic behaviour. The mathe. 
matical properties of the models are described and analysed. Some ek. 
ments of differential calculus and techniques of solving differential or dif. 
ference equations are explained. The mathematical treatment is intuitiye 
rather than rigorous, and will probably be easily assimilated by economig 
students. Numerous exercises are included. 

The remaining four chapters deal with the econometric side of the 
mathematical models presented earlier. Basic concepts of statistics, regres 
sion analysis and econometric models of simultaneous equations are treated 
in this part of the bdok. As in the previous section, the presentation is 
given in an easy, understandable and smooth-flowing style. It makes 
itself available to a wide range of students. 

On the whole, Professor Beach accomplishes his set task of bringing an 
understandable introduction to mathematical and econometric-model analy. 
sis before the beginning student. He has some good pedagogical devices in 
the statistical section on sampling and correlation. If words of genera 
criticism were to be raised against his effort they would be that some of 
the treatment appears to be superficial and a bit old-fashioned. With » 
much important ground to be covered and so many new things to put before 
the student, why should he be saddled with bunch-map analysis? The prob- 
lems of multi-collinearity deserve great emphasis and analysis, but probability 
methods and not laboriously computed bunch maps are surely the appro 
priate tools. 

A mathematical technique as advanced as the differential calculus merits 
explanatory notes in such a volume as this, but Professor Beach introduces 
the more advanced idea of integral calculus without providing the additional 
notes that would be helpful. For balance, some purely mathematical treat- 
ment of the concept of integration in connection with the solution of differen- 
tial equations would be helpful. The mechanical rules for solution hold 
more meaning if the basic ideas of what is being done are laid before the 
student. 

In a pedagogical book, especially at the most elementary level, it is of 
the greatest importance to avoid mistakes, no matter how trivial. Endles 
hours of frustration and irritation fall upon the beginner who has the mis 
fortune to be using a text with mistakes. Possibly, in pointing out some d 
Professor Beach’s slips now, we may attract the attention of users of the book 
who can duly note them. On p. 12 the example for transforming unit 
(U.S. cents into dollars) in a linear equation shifts the decimal point in the 
wrong direction. On p. 40, in explaining the concept of slope, the signs art 
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jj wrong. On p. 50 the solution for the value of supply in a quadratic 
upply-demand model is numerically wrong. On p. 57, in the last equation 
othe page, one of the coefficients is not squared, but should be. The same 
strue in the formula for S on p. 134. In discussing the concept of error 
shout a regression line, Professor Beach suggests (p. 136) that parallel straight 
ines on either side of the regression should be expected to include 68% of 
sbservations not in the sample on which the regression is based. ‘The appropriate 
interval and probability limits should be derived from a more complicated 
frmula based on the type given on p. 146 for the variance of points on a 
regression line. In that formula he incorrectly adjusts twice for degrees of 
feedom, Once in estimating the residual-error variance and again in the 
frmula on p. 146, in which the adjusted-error variance is already used. 

The discussion of modern developments in the estimation of systems of 
imultaneous equations contains a curious allocation of credit to Haavelmo 
and Koopmans, to the former for basing statistical method on the nature of 
the interrelated equations of the model and to the latter for the treatment of 
the question of identification. He goes on to remark (p. 193) that Koop- 
mans’ principle suggests the use of just-identified models. There is no a 

ri reason, other than simplicity of computation, to prefer these to over- 
identified models, and there is no remark in Koopmans’ writings on the 
subject suggesting a preference for just-identified models. 

There is a remark on p. 189 to the effect that the least-squares regression 
{quantity on price, in a particular supply-demand model, is correct if price 
is measured without error and the two-equation system is complete. If 
Professor Beach means “‘ bias” by “incorrect,” his statement will not hold. 
Itis hard to see what he could mean otherwise. 

The reviewer finds much to disagree with in Professor Beach’s closing 
evaluation of recent work (including the reviewer’s own) in the field of 
econometric model construction, but the disagreements here are in the realm 
of debatable questions or differences of opinion and are not demonstrably 
se, although the reviewer would give an entirely different interpretation of 
the findings. 

L. R. Kien 
Institute of Statrstics, 
Oxford. 


Economica Varia. Theorice notule. By E. Fossatt. In two volumes. 
(Genoa: Istituto di Politica Economica dell’Universita di Genova, 
1957. Pp. 239 and 283.) 


In these two bulky volumes Professor Fossati has assembled his contribu- 
tions to economic periodicals from 1923 to 1957. Most of the articles are 
witten in either Italian or German, but there are also a few in French and 
me or two in English. In order to save cost, the subject matter has been 
nimeographed and not printed. 
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Professor Fossati is widely known for his contributions to the history of 
economic doctrines, especially on the monetary side; and a number of the 
articles reproduced here are concerned with this aspect. They show him to 
be a good scholar, seeking out his material from the original sources; and 
with the right sort of approach to the earlier generations of economic writer 
—more concerned to bring out the positive and constructive aspects of their 
work than to emphasise where they went wrong. 

On the theoretical side he has mainly been influenced by Pareto ang 
Walras; and two of the articles in this collection deal illuminatingly with 
the work of these two great economists. 

Taken as a whole, these articles bear witness to the wide range of his 
interests in economics, both theoretical and applied, historical and cop. 
temporary. 

C. W. GuImILLesaup 
St. Fohn’s College, 
Cambridge. 


Utilizing World Abundance. By L. St. CLARE GRonponaA. (London: Allen 
& Unwin, 1958. Pp. 190. 21s.) 


In this book Mr. Grondona puts forward proposals for the automatic 
working of buffer-stock schemes on the following principles. 

For any commodity which is to be brought under the scheme an initial 
** index ’’ price would be fixed on a prescribed formula which would tend to 
set this “‘index”’ price rather below the ruling market price. An upper 
buying price and a lower selling price would then be fixed 10% above and 
below the “index” price. The authority would be empowered to borrow 
money without limit to purchase the commodity at the lower buying price, 
and would sell the commodity without limit at its upper selling price so long 
as it held any stock of the commodity. But the ‘‘ index ”’ price for the com- 
modity (and so also the buying and selling prices set at 10% each side of the 
** index ’’ price) would automatically be reduced, on a fixed sliding scale, as 
the buffer stock acquired more and more of the commodity; the “‘ index” 
price would once more be automatically raised again on the same sliding 
scale as the authority reduced the size of its stock by subsequent resales to 
the market; and, if the authority possessed no stocks of the commodity, 
the “index”’ price would also be continuously raised on an automatic 
formula so long as the authority’s buying price had been for more than a 
prescribed time and by more than a prescribed amount below the market 
price. To put the essence of the proposals into a nutshell, an automatic 
stabilising device would be introduced to set upper and lower prices at 10% 
each side of an “‘ index”’ price, the absolute level of which would itself 
gradually follow the long-run development of the market, as the buffer 
stock found itself overloaded with, or running out of, the product. 
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The proposal has much to commend it; and it is indeed highly com- 
nended by two very distinguished economists, Mr. R. F. Harrod and Mr. 
Graham Hutton, in prefaces to the book itself. Mr. Grondona has for 
mg been a consistent and persuasive advocate of the idea of stabilisation 
through buffer stocks; and the idea has in the past had other notable 
jivocates, including Lord Keynes. Of late years less has been heard of it; 
and this recent relative neglect of the subject may be attributed to two con- 
jderations: first, the fact that buffer stocks should be initiated in periods of 
urplus supplies, since they must start operations by buying up stocks of the 
relevant commodities, whereas the post-war years have seen serious commodity 
shortages rather than surpluses; and, second, the increased realisation of the 
danger that the pressures of producers are liable to cause a buffer-stock 
authority to maintain so high a price for the product as to lead to the con- 
tinued accumulation of excessive surplus stocks. The timing and nature 
ff Mr. Grondona’s proposals avoid these two difficulties. The present 
recession in the United States and recent movements in the markets for 
many primary products suggest that the time has come when purchases 
by buffer stocks might once more from time to time be desirable. More- 
wer, Mr. Grondona’s proposals depend upon an automatic reduction in 
the prices set by the buffer-stock authorities so long as stocks are 
acumulating; and in so far as they are designed for independent national 
operation, an importing country such as the United Kingdom would not be 
subject to pressures of producers in the finance of its own national buffer 
stock. 

It is indeed an essential, and in my view a very attractive, feature of Mr. 
Grondona’s proposals that they could be introduced independently by one 
# more national governments. Suppose the United Kingdom and the 
United States had independent national schemes of this kind for the same 
product. ‘The schemes would not become unworkable merely because the 
initial index prices, the buying- and selling-price margins or the sliding 
vales relating changes in prices to the level of stocks were not the same in the 
two countries. ‘These things would determine whether the private market 
would at any one moment deal with the sterling national buffer stock or the 
dollar national buffer stock. But, as Mr. Grondona rightly argues, if the 
private market chose to deal with the one national buffer stock, the operation 
ofthat stock’s automatic sliding scale would sooner or later bring its prices 
into line with those of the other national buffer stock. Close consultation 
and co-operation between the national governments in the devising of their 
buffer stocks would be most desirable. But in a world in which the national 
governments have the power of the purse, more can probably be expected 
fa confederation of national buffer stocks than from any supra-national 
buffer-stock authority. 

But Mr. Grondona’s proposals are open to criticism in some important 
respects. 












































552 





THE ECONOMIC JOURNAL (SEPT, 


In the first place, he seems to contemplate with equanimity the poss. 
bility that the United Kingdom, having set up a national scheme of this 
kind, should then freely receive into its buffer stock quantities of the product 
sold to it out of present surplus stocks of primary products held by the United 
States agricultural authorities. But this surely would be unacceptable, 
Otherwise it would be possible for the United States agricultural authorities 
to dispose of some of their surpluses to the United Kingdom buffer stock at 
special sacrifice prices equal to the latter’s lower buying price, while the 
same authorities in the United States maintained the normal world market 
price well above this level by limiting the disposal of their supplies on the 
normal commercial markets. By such a means the United States agr- 
cultural authorities could use the United Kingdom buffer stock merely asa 
convenient repository for holding part of the United States surplus supplies, 
But this danger could be avoided by authorising the United Kingdom buffer 
stock to refuse to accept supplies which were offered to it substantially below 
the ruling world market price. 

A second and more fundamental deficiency is Mr. Grondona’s treatment 
of the balance-of-payments problem. It is true, as he suggests, that a 
United Kingdom buffer stock would only have to purchase imported 
primary products when their price was low and when, therefore, the United 
Kingdom’s balance of payments would have been strengthened by a favour- 
able movement in the terms of trade. It is true also, as Mr. Grondona also 
suggests, that money spent on stocking primary products is money spent on 
economising future and more expensive imports. This point could perhaps 
be emphasised by adopting the practice of always publishing the gold and 
dollar reserves side by side with the value of stocks held by the United 
Kingdom buffer stocks. But the problem is basically a quantitative one. 
In order that the United Kingdom’s buffer stocks should exercise an im- 
portant stabilising influence they must cover a wide range of commodities 
and their sliding scales must be such as to allow substantial increases in 
stocks without too large a fall in the “‘index”’ prices. But with sucha 
large open commitment to buy imported primary products in times of world 
recession, it is difficult to believe that circumstances could not arise in which 
it would impose a heavy temporary strain on the United Kingdom’s balance 
of payments. At this point the reviewer cannot refrain from lifting his own 
bonnet to allow his own bee out for a very short buzz. If the United 
Kingdom could by its general domestic monetary and fiscal policies success 
fully stabilise the price level in sterling of its own products and would then 
let the exchange rate between sterling and other currencies float, Mr. 
Grondona’s scheme should be the more easily workable. A fall in the 
prices of world primary products might lead to heavily increased imports by 
the United Kingdom buffer stocks; but now this process, if it imposed a 
strain on the United Kingdom balance of payments, would be automatically 
eased not only by the sliding scale, which would cause the buying prices of 
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ihe sterling buffer stocks to fall as their stocks rose, but also by the temporary 
depreciation of sterling, which would tend to maintain the sterling equivalent 
ithe supply prices of overseas primary products. 

But there remains a third and basic point. Great as are the virtues of an 
tomatic stabilisation system which cannot be subject to ad hoc political 

ures, there are serious objections to the use of an automatic rule. Sup- 

that there were a secular downward movement, or at least a very 
prolonged fall, in the price of the commodity concerned. Mr. Grondona’s 
yitomatic rule would oblige the buffer stock to build up its holding of the 
ommodity until the formula had reduced its buying price to the lower 
nling level. It would then have to hold more or less indefinitely what 
night be a large stock. 

In this case the application of the automatic formula would involve the 
continuing cost of carrying a useless stock. In other cases it might so work 
actually to accentuate fluctuations in market prices. Consider one ex- 
ample. Suppose that the demand for natural rubber were subject to.a rather 
prolonged but marked cyclical fluctuation in demand due to a fairly pro- 
tracted trade cycle in the demand for motor cars in the United States; 
suppose, further, that a fall in the price of natural rubber would lead to a 
hirly extensive use of it to replace synthetic rubber, but only after the lapse 
ofa certain time lag in which plans and processes were suitably adjusted; 
and suppose that private dealers are not prepared to vary their stocks of 
matural rubber very much. In such conditions without a buffer stock there 
would be only small fluctuations in the stocks of natural rubber but con- 
siderable fluctuations in its price. Suppose now that a buffer stock is intro- 
duced, working on the automatic ‘‘ Grondona ”’ principle of buying and sell- 
ing at a fixed range of prices which themselves are gradually lowered or raised 
3 the amount of natural rubber held by the buffer stock rises or falls. 
There are likely now to be greater fluctuations in the total stocks of natural 
nbber; but, what is less obvious, there may now also be greater fluctuations 
inthe price of natural rubber than before. For when the demand for cars, 
and so for rubber, starts to fall, the purchases made by the buffer stock will 
atfirst maintain the price; but this will delay the substitution of the natural 
tubber for synthetic rubber; as the prolonged depression in the market for 
ars deepens, a point may be reached when the buffer stock is so stocked up 
that on its automatic sliding scale it has to reduce its buying price very far 
below the initial level; this might coincide with the bottom of the recession 
inthe market for rubber; and at this point at any given low price of natural 
nbber the users may buy less than they would otherwise have done because 
the price had been maintained by the buffer stock in the early phases of the 
depression so that they had not adjusted themselves to using natural 
tubber in place of synthetic rubber. As a consequence, the price of natural 
tubber at the bottom of the recession might be lower than it would have been 
inthe absence of the automatically working buffer stock. (For a full 
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development of the dynamic properties of such automatic systems, see g 
forthcoming paper by Professor A. W. Phillips.) 

Now it is always possible in theory to alter the formula for the automatic 
operation of a buffer stock in such a way as to ensure that it exercises q 
stabilising rather than a destabilising influence on prices in any given 
situation. For example, it might in some conditions be possible to do this 
merely by altering the sliding scale in such a way that, at the expense ofa 
still larger fluctuation in stocks, the price would in fact be maintained 
throughout the most prolonged depression. Perhaps more importantly, 
it might be useful to relate the automatic reductions in price not only to the 
absolute size of the stock held, but also to the rate of increase in the stock held 
and to the length of time for which any stock had been held. But the basic 
point remains: an automatically working buffer stock will act as a stabilis. 
ing device only if its automatic sliding scale is suitably devised. Should we 
run the risk of trying in each case to set these automatic rules in advance 
appropriately to the actual conditions of the real world about which we 
are so lamentably ignorant? Or should we reluctantly, in spite of all its 
attractions and advantages, abandon the principle of automaticity and allow 
a discretionary element of decision to the buffer-stock authority, so that it can 
attempt with experience to mould its policies to the requirements of the case? 
This is a most important issue which Mr. Grondona does not face in his book. 

J. E. Meape 
Christ’s College, 
Cambridge. 


The Sources of Invention. By J. Jewkes, D. Sawers and R. STILLerRman. 
(London: Macmillan, 1958. Pp. xii + 428. 31s. 6d.) 


Ir is curious that, in a society that owes much of its material well-being 
to a long series of industrial innovations, economists have until recently 
given little attention to the study of inventions, with the result that few 
assured general statements can be made about their causes and origins. 
To this neglected field of inquiry Professor Jewkes and his two colleagues 
have now addressed themselves. They have been primarily concerned with 
one facet of this large subject, for they have sought to answer the question 
of ‘‘ where and under what conditions industrial inventions have arisen in 
modern times.” It is an outstanding merit of their book that they have 
brought together a mass of information about inventions and inventors 
which is of great interest in itself and which will also be of utmost value to 
other investigators. Their discussion is mainly, though by no means 
entirely, directed towards a particular aspect of the broad question which 
they pose. What have been the distinctive spheres of the independent 
inventor and of teams of inventors, especially those working in the research 
organisations of the great industrial firms? Is it true, as is now popularly 
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d, that whereas in the nineteenth century invention proceeded 
tiely from independent inventors, often untrained and scientifically un- 
gphisticated, to-day it arises mainly from organised research conducted by 
mined scientists and technologists in large industrial establishments? 

Their answers, fortified by ample illustrations, are clear and convincing. 
fhe popular antithesis is false. In both periods invention has come from 
,wide variety of sources. Inventors have at no time conformed to a 
wmmon pattern. In the nineteenth century many inventors were men 
yh a fine scientific training, though not necessarily an academic training, 
ytich, the authors point out, is not always of advantage to original genius. 
in the twentieth century, as in the nineteenth, a high proportion of the 
mjor inventions have proceeded from independent inventors or from men 
working outside the great firms. Even ‘‘ development,’ which in most 
adustries requires much larger resources than those needed for financing 
iwention, has in many instances been undertaken in our own day by men 
«firms of small means. The authors insist strongly upon these conclusions, 
ad in asserting the claims of the independent inventor, they point to the 
dangers of complete reliance upon institutional research. There isa brilliant 
discussion of the difficulty of reconciling the inventive temper with the 
wnditions of research in great industrial establishments. 

In the face of such evidence, few will dispute these general propositions. 
Pethaps, however, the authors have not fully made up their minds whether 
the dangers of which they speak are with us already or whether these dangers 
ue likely to emerge only if present trends are carried a great deal farther. 
Since such a high proportion of even the most recent inventions have come 
fom independent persons, the dangers do not yet seem to be imminent. 

The authors, who rightly emphasise the importance of individual genius, 
yeak with contempt of those who regard invention as a “ social process ”’ 
ad particular inventions as in some sense “ inevitable.’’ Their contention 
snot, of course, that the progress of invention (and of innovation as a whole) 
snot closely affected by the kind of environment in which inventive persons 
ind themselves. The disposition of society towards material progress—a 
isposition which inventors and innovators themselves help to shape—and 
the whole institutional framework must exercise a profound influence upon 
aventive activities. The authors frequently call attention to the importance 
f“communication ’”? among scientists, technologists and business-men in 
producing inventions, and they show that the progress of invention has been 
attended by an improvement in and an enlargement of the methods of 
ommunication, through technical journals and societies, scientific and 
technical institutes, the patent office. May it not be claimed that in modern 
tmes the great research organisations of industrial firms can be considered, 
fom this point of view, as an additional and valuable means of communica- 
ton that did not exist in the past? The same can perhaps be said of 
tthnical collaboration among firms, which the authors view with some 
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suspicion. If so, then these developments are to be welcomed, provided 
that they do not seriously reduce the opportunities for the free and mis. 
cellaneous movement of inventive activity elsewhere. 

In the latter part of the book the authors turn to an examination of 
‘* development ” and innovation as a whole. Here their arguments, though 
always interesting and shrewd, are more general in character, and they hay 
less that is new to contribute, especially, for instance, to the analysis of the 
relation between monopoly and innovation. Unfortunately the sensibk 
discussion of these matters by economists has been prejudiced by the up. 
realistic character of the theories of competition and monopoly propounded 
in recent decades, and particularly by unhelpful definitions. From all this 
it is not easy to escape. Economists, like scientists, are sometimes blinded 
by traditional learning. Professor Jewkes and his colleagues have at any 
rate shown, when considering the importance of inter-firm or inter-com. 
modity rivalries in stimulating invention, that many so-called monopolist 
or oligopolists are in fact exposed to types of competition that are highly 
conducive to progress in this field. Nevertheless, in voicing the suspicions 
with which they view the claims sometimes made for monopolists as pro- 
gressive forces in modern industry, they do not (it seems to the reviewer) 
emphasise strongly enough the insecurity in practice of monopolistic struc. 
tures in an age of rapid technical progress when established positions are 
liable to be variously assailed—not least by the intrusion by the leaders of 
one “‘ industry ’’ into the provinces of others. Great firms maintain thenm- 
selves in prosperity only by constantly shifting their ground. These are 
among the questions which others will now be better equipped to examine— 
in gratitude to the authors for their path-breaking work. 

G. C. ALtEN 
University College, 
London. 


United States Imports and World Trade. By H. G. Ausrey. (London: 
Oxford University Press, 1957. Pp. 169. 21s.) 


One of the main determinants of the extent to which world payments 
relationships will continue to be burdened by a dollar shortage is obviously 
the future size of American merchandise imports. For a wide range of 
industrial materials—which comprise more than one-half of the total Amen- 
can import bill—import requirements in 1975 (representing the 1970s) were 
estimated by the President’s Materials Policy Commission, whose findings, 
published in 1952, are generally referred to as the Paley Report. 

This report forms the basis of Mr. Aubrey’s book, the chief purpose o 
which lies in the formation of an estimate of total United States imports in 
** 1975.” In order to make such a projection, the author has had to add to 
the results established by the Paley Commission in two main ways. First al 
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ij, he has had to make some estimate of future prices of the commodities 
wwered by the Paley Report—which latter dealt only in physical quantities 
_and secondly, he has had to project the volume and value of future 
jmerican imports of food and of finished manufactures, both of these 
ategories having been outside the Paley Commission’s terms of reference. 

These estimates, and the various underlying assumptions, are laid out in 

t detail and with much clarity in the second part of the book. Follow- 
iagthe example of the Paley Report, Mr. Aubrey proceeded mainly by way 
{individual studies of each of some thirty commodities. He made ample 
ye of the advice of experts in each of the separate fields, both for the purpose 
verifying the Paley projections and in order to obtain some estimates of 
ihe likely trend of prices. This piecemeal approach is, perhaps, a rather 
qmbersome method, but nevertheless it strikes one as very much more 
wpropriate for the particular purpose ‘n hand than the alternative pro- 
edure of projecting econometric relationships calculated on the basis of 

t experience, though in the cases of imports of finished manufactures 
and of some other items Mr. Aubrey had no choice but to follow this second 
approach. 

The first part of the book attempts to summarise these findings and to 
etch their implications for the future of world trade and payments. Here, 
the author strikes a distinctly optimistic note, for even on the basis of a 
“conservative estimation’’ a markedly accelerated growth of American 
merchandise imports is indicated. The calculations suggest that by 
“1975”’ the American import bill (assuming that the overall price level 
remains constant) may amount to roughly $20,000 million, which is nearly 
twice the value of present United States imports, and which would almost 
certainly mean a reversal of the long-term decline in the ratio of imports to 
national income. The main reason for this development is the probable 
filure of American domestic production of raw materials to keep pace with 
American consumption. 

The author naturally realises that a quickening of the rate of growth of 
American imports does not of itself assure that the dollar problem will become 
easier; in particular, he points out that the lion’s share of this increase in 
American imports will probably go to Canada and to Latin America, and 
that other countries, especially the industrialised countries of Western 
Europe, will be able to benefit from these developments only if they can 
increase their exports to these chief recipients of the additional dollars, 
thereby at least partially displacing the sales of American manufactures. 
Mr. Aubrey realises that such a re-alignment of trade patterns may not be 
a easy matter, but even then one is bound to wonder whether he is not 
perhaps understating the difficulties involved. Stressing the effects of the 
post-war dislocation of production in many of the other major manufactur- 
ing countries on American sales of manufactures, he suggests that the pre- 
eminence of the United States as an exporter of manufactures, one of the 
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outstanding features of world trade since 1945, may not withstand the teg 
of time. There is no doubt that the factors mentioned did tend to increase 
sales of American manufactures in the post-war era, but there are a number 
of perhaps equally strong influences to be reckoned against these. Two 
points in particular deserve to be mentioned. First, it must not be forgottey 
that restrictions on the import of American-produced durable-use consumer; 
goods (which, as Mr. Aubrey himself points out, are the commodities which 
the United States can produce relatively cheaply) have been imposed in 
many countries during the post-war period, and that such quotas continue 
to be of considerable importance in many of the most prospérous markets, 
Secondly, the procurement of the additional imports for American consump. 
tion on which the whole argument is based will inevitably lead to increasing 
American investment in the countries concerned, and such investment js 
likely, on balance, to encourage the use of capital goods produced in the 
United States. One might also add that the fast rate of technological 
advance which is one of the characteristics of the American economy will 
always tend to boost her exports of manufactures. 

These considerations, however, only concern what the author admits to 
be a mainly speculative part of the book, and they do not detract materially 
from the great merits of Mr. Aubrey’s work. There is no doubt that this is 
an eminently sound and often stimulating study, and that the author has 
done much to raise the discussion of the dollar problem—which for so long 
has proceeded on the basis of largely qualitative and therefore ultimately 
frustrating arguments—to a more productive and fruitful plane. 

H. H. Liesner 
The London School of Economics. 


The Conflict of Expansion and Stability. Documents relating to Australian eo 
nomic policy, 1945-1952, edited by D. B. CopLanp and R. H. Barsack. 
(Melbourne: Cheshire (London: Angus & Robertson), 1957. Pp. 
xvii + 795. 67s. 6d.) 


Vo umes of historical documents are common enough, but one of 
contemporary or near-contemporary documents is something of a rarity, at 
least since Sir Douglas Copland’s own previous volumes of documents on 
Australian policy during the depression of the early thirties. 

The documents here printed relate to Austalian economic policy from 
the end of the War until the “‘ crisis’ of 1952-53. The editors see this 
period as one in which a clear dilemma of policy emerged. On the one 
hand, a high rate of development and immigration was being encouraged; 
on the other, credit restrictions and import controls had to be imposed in 
order to counteract the resultant inflationary pressures and balance-oF 
payments difficulties. The danger was (and maybe still is) that these 
incidental controls might become ends in themselves and so militate against 
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qrther vigorous development which the editors in common with many 
jystralians regard as highly desirable. This is the theme which the docu- 
gents are selected to illustrate. They extend to nearly 800 pages of text, 
wut by a judicious selection of paper and binding the volume has been kept 
»a reasonable weight. 

Apart from the importance of its theme, the present volume is justified 
ly the inadequate state of official publication and information services in 
jytralia. Some important departmental statements are simply mimeo- 
gaphed, so that those who do not move regularly in official and parlia- 
mentary circles may never even hear of their existence. Others are printed 
ut are difficult to obtain, there being no government bookshops in the major 
ities, as in the United Kingdom; whilst private booksellers are reluctant to 
dock them, partly because they are too often printed in clumsy folio form. 
finally, in Australia, with its federal constitution, many key economic 
documents take the peculiarly inaccessible form of evidence before and 
jidgments handed down by courts of law. 

This volume therefore performs a very useful service in bringing together 
nany documents not readily available to the student or the general public. 
Some of the sources are those to which one would naturally turn, such as 
Budget Speeches, National Income White Papers, and Commonwealth 
Bank and Tariff Board Reports. Others are not now as familiar as they 
once were, such as the reports of the Rural Reconstruction Commission 
and of the Joint Committee on Social Security, as well as the famous White 
Papers on Full Employment, Bretton Woods and G.A.T.T. All these 
ae here, and many more, including ministerial statements unearthed from 
Hansard, and Arbitration Court judgments on cases relating to the basic 
wage, margins for skill and hours of work. The volume concludes, fittingly 
enough, with extracts from the various post-war Banking Acts and from the 
Privy Council decision in the Bank Nationalisation case. 

in addition to these “‘ official ’’ documents, the editors have included a 
sod deal of less definitive material, such as political speeches and broad- 
casts, newspaper editorials and the reported proceedings of assemblies of 
retuned soldiers, primary producers and economists. It is, of course, 
valuable to have these records of contemporary opinion, but just how re- 
presentative they are, or can be, is another matter. For example, this 
volume includes extracts from the Sydney and Adelaide Press, but none 
fom the influential Melbourne papers. In these circumstances it might 
have been preferable to have omitted most of this material and to have 
extended the coverage of the “‘ official ’’ documents to some fields which are 
at present excluded, such as the establishment of the federally operated 
Trans-Australia Airlines; federal social-service legislation; and federal-state 
tations, particularly in respect of taxation, housing and land settlement. 

The editors have taken considerable pains to arrange their documents 
according to topics illustrative of their main theme. For this purpose the 

















560 THE ECONOMIC JOURNAL (SEPT. 


documents are grouped in ten chapters and thirty-four sections, each relate 
to a particular topic. The disadvantage of this method is that a documen 
may have to be quoted under several different headings, so that the studen 
has no opportunity of appreciating it as a whole. The leading example is 
Sir Douglas Copland’s own paper on “Some Problems of Economic 
Policy,”’ written when he was Economic Adviser to the Prime Minister jp 
1944, and from which six extracts are given, the first on p. 4 and the last on 
p- 607. On the other hand, any other arrangement would probably have 
necessitated extensive editorial commentary and an elaborate system of 
cross references. Apart from an excellent brief introduction, the editos 
prefer to let their documents speak for themselves. 

The editors of any anthology have an invidious task. Whatever de. 
cisions they make regarding coverage and arrangement, it is easy enough for 
readers to think of different ways in which the task might have been done, 
After all, the main point about the present volume is that it prints, either 
for the first time or in a handier form than was previously the case, docu- 
ments that will be indispensable to all teachers and students of Australian 
affairs. 

WILFRED PRresr 
University of Melbourne. 


Regional Income. By the Conference on Research in Income and Wealth of 
the National Bureau of Economic Research, New York. (Editor, 
Frank A. Hanna.) Studies in Income and Wealth, Volume 21. 
(Princeton: Princeton University Press (London: Oxford University 
Press), 1957. Pp. x + 408. Price 63s.) 


Tue National Bureau of Economic Research has brought the art of 
conference promotion to a highly effective level. We now know exactly 
what to expect of its conference volumes—a clearly limited subject matter, a 
solid core of research papers presented by experts in the field and artfully 
distributed between the theoretical and the empirical, and a series of care- 
fully prepared comments provided by equally expert discussants. It is true 
that some of the conference papers have been more diligent than distin- 
guished and that some of the published discussion was too tedious to justify 
the immortality of print, but it is difficult not to be impressed by the scholar- 
ship as well as the bulk of the Bureau’s long shelf of conference volumes. 

In view of the considerable work which has been done in the United 
States on regional income estimates and analyses, it is surprising that the 
topic was not disposed of in an earlier conference. In some ways this volume 
has benefited by the delay. The theoretical papers are more definitive and 
better balanced than they could have been a few years ago. One has the 
feeling, however, when reading these smooth statements of the conceptual 
issues, that it has all been said before, that there are no new ideas here to 
stimulate new approaches to the perennial problems of regional analysis. 
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But if the conceptual sections reflect a wide measure of agreement (or, at 
gy rate, a lack of active controversy), the papers and discussion dealing 
yith empirical research and data interpretation present a more ragged and 
livelier front. These empirical studies fall into two groups—one concerned 
yith the problems of explaining differences in regional earnings rates and 
de other with methods of estimating incomes and populations for very small 
rgions. The methods described in the last group of papers will be of 
interest mainly to those actively engaged in regional income estimation. 
They are crude, but they are ingenious, and where data are scarce this kind 
ingenuity repays study. 

Itis the analytical section of the volume that contains its most interesting 
ntributions, though the results are far from conclusive. Amongst these, 
frank Hanna’s analysis of inter-state differentials and the lengthy discussion 
sapers by Dennison, Williams and Borts, together constitute a useful com- 
mentary on the problems of using standardisation techniques to analyse 
rgional income differentials. The alternative measures proposed by 
Hanna and his discussants in this connection suggest some widely different 
“explanations ” of his data and define, without solving, some complicated 
problems of statistical interpretation. Probably these explanation prob- 
lms are fundamentally insoluble. This does not mean, however, that they 
cannot be reduced sufficiently to provide bases for prediction. 

The papers by Hurwitz and Stallings on the effect of using regional in- 
stead of national price deflators and by Mansfeld on the relationship between 
tity size and income are also of considerable general interest. Here again, 
neither the data nor the analyses are full enough to validate the authors’ 
hypotheses. The need to extend and strengthen the statistical series and 
to explore alternative formulations of the interpretation problems has been 
explicitly recognised by authors and discussants. 

In sum, this volume is a useful and varied compendium of regional 
inome studies. It contains several thoughtful essays on the conceptual 
isues involved, a critical discussion of some of the current analytical work in 
progress and a description of some experimental work with scanty material. 
Asin all National Bureau volumes, the empirical work is amply illustrated 
with statistical data and with suggestions for further research. 

Puy tus DEANE 

Department of Applied Economics, 

Cambridge. 


British Transport Policy. By J. R. Sarcent. (London: Oxford University 
Press, 1958. Pp. ix + 163. 15s.) 


> 


Tue case for “‘ co-ordinating” road and rail services by ensuring that 
prices reflect relative costs is, in outline at least, familiar. Mr. Sargent 


presents it fluently and with economy. The justification of free consumers’ 
No. 271.—vVOL. LXvitl. oo 
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choice occupies his first chapter; the second deals with the problems gf 
identifying costs in transport; the third reviews the recent history of Costing 
and charging practice. These introduce proposals for co-ordination, se 
out in the last three chapters. The main interest of the book lies here. 

As the intention is to reach a wide audience, it is perhaps inevitable tha 
some thorny problems are avoided. Whether the short cuts are justified 
in the end is doubtful, however. We are told, for example, that road and 
rail rates should diverge (in the same direction) from their respective costs 
by “‘ equal amounts ”’ (p. 20). The examples given indicate that the reader 
should interpret this as ‘‘ by absolute equal amounts.’ One would, of 
course, have expected the rule to be ‘‘ by amounts proportionately equal,” 
Admittedly, no one knows how serious in practice the difference between 
these would be, and either would probably lead to a better allocation of 
traffic than exists now; but the difference could be considerable. Again 
Mr. Sargent makes the assumption that there is “‘ no divergence between 
the ‘ direct costs’ of a service, when the term is used by the Transport 
Commission or by private operators . . . and the economist’s concept of 
resources used by not providing it”’ (p. 37). This is a large pill to swallow, 
not least because Mr. Sargent—as he himself implies—thus forswears 
speculation about how the railways’ costing system could be developed to 
conform more closely to economists’ ideas. 

Mr. Sargent’s main concern is with ‘‘ two major obstacles ”’ to co-ordina- 
tion by competition—the difference in the way in which road and rail may 
be expected to distribute ‘‘ indirect ’’ costs over their services, and the 
public’s demand that some unremunerative services should be continued. 
On the latter, in arriving at the not unexpected conclusion that they should 
be subsidised, rather than handicapping competition, the author makes a 
most unusually thorough examination of possible ways of licensing or taxing 
operators who do not have such obligations. Granted his premise that the 
services should be provided, he argues convincingly that their costs should 
not fall on the tax-payer but on transport as a whole, and be imposed by 
a single authority for road and rail, which would replace the Transport 
Tribunal and the Licensing Authorities. 

The proposals for recouping “‘ indirect ’’ costs seem less satisfactory. 
The problem is posed as follows: road operators perforce pay for their 
** indirect’? costs—and much more—through indirect taxation. As the 
fuel tax is predominant (Mr. Sargent calls it “‘ petrol tax,’’ but clearly he 
intends to cover diesel also) road operators cannot avoid allowing for these 
payments in all their charges irrespective of the various degrees of monopoly 
power they enjoy. But the railways have a choice of services from which 
to recoup their indirect costs. How, then, may one ensure that the rule 
that rates should reflect relative costs will not seriously be infringed? 

Several ways are canvassed, such as requiring road operators as well as 
railways to discriminate in charging, or requiring railways to charge an 
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amount at least equal to the “indirect ’”’ costs of road services. These are 
rejected, for reasons of economy or administration, in favour of requiring 
road and rail each to cover its own indirect costs separately, imposed by each 
js a uniform charge per ton- or passenger-mile on each service offered. 
This is to be done on the railways by issuing instructions and on the roads 
by imposing the nearest equivalent, a fuel tax. (Deviations from the rule 
are allowed to cope with short-run excess capacity.) 

In part, judgment of these proposals depends on the weight one gives to 
“indirect ’? costs, and to the degree of monopoly power actually enjoyed 
by the railways. Unfortunately, when the reader has swallowed the pill in 
Chapter II he is still unsure in Chapter IV exactly what is the nature of 
“indirect ’’ costs. If, strictly, the proposals relate to the cost of the tracks 
oly—and this seems a reasonable interpretation—then it is difficult to 
believe that these are now a very important part of total railway costs; for 
road operators it is unlikely that they would exceed, say, 5%. And the 
monopoly power of the railways and their willingness to use the freedom 
allowed by the present framework of public control seem over-estimated. 

Mr. Sargent also proposes that the road taxation not needed for road 
“track? costs should be raised over the whole of transport. Since total 
indirect taxation on road users has recently been running about four times 
the total expenditure on roads, one wonders what would be the final effects 
of following this proposal. After an initial burst of road building, it could 
hardly fail to switch a large financial burden from road operators on to the 
railways. One imagines then that the railways would be forced to contract 
sharply and would have to use their powers of discrimination vigorously 
just to keep solvent. 

The main, and most welcome, value of the book is its power to provoke 
discussion. Although the major part is given to the problems just discussed, 
there are other interesting proposals, among them a suggestion for a British 
Road Corporation, to ‘‘ provide an efficient road system.” In 163 pages 
aremarkable amount of meat is packed. 

MIcHAEL BEESLEY 
University of Birmingham. 


Co-operative Independent Commission Report. (Manchester: Co-operative 
Union, 1958. Pp. xi + 320. 6s. 8d.) 


By a resolution of the 1955 Congress of the Co-operative Union an In- 
quiry Commission was set up to prepare a report and recommendations 
“designed to secure the greatest possible advantage to the Movement from 
itsmanufacturing, wholesale and retail resources.”” The Commission was to 
consist of ‘‘ suitable persons not engaged in co-operative management or 
administration,” and undoubtedly suitable persons were invited. Mr. 
Gaitskell became chairman, and three of the seven other members were 
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economists, Professor Jack, Dr. Jefferys and Lady Hall. Mr. C. AR 
Crosland acted as secretary and, as stated in the Preface, “ made by far th 
most important contribution to the preparation of the report.” The Repor 
is indeed most excellently written and a pleasure to read. 

Inevitably one harks back to the somewhat similar examination (though 
it included more aspects of Consumers Co-operation than the merely econo. 
mic) published in 1938, and reviewed in the Economic JouRNAL for Jun 
1938. Though written by Sir Alexander Carr-Saunders, Professor Peers anj 
myself, this inquiry also had the benefit of official Co-operative co-operation 
(especially the services of Mr. George Darling) as well as consultation with 
a number of economists. 

The outstanding impression of the present report is how little co-oper. 
tive economic affairs have changed in the intervening twenty years. The 
co-operatives still pay very low salaries to their administrators, still avoid 
employing university graduates, still elect their full-time paid wholesak 
directors and still include many minute retail societies. Results, however, 
have not in twenty years stood still. Notably the retail capitalist multiply 
have greatly increased their lead. Their proportion of total national retail 
trade was (p. 3) round 14-0% in 1930-34, but 21-22% in 1952-56, while the 
co-operatives only advanced from round 10 to 11%. Again, apart from 
food, co-operative products form (pp. 14-15) a diminishing proportion o 
co-operative retail sales. In 1938 the co-operative movement appeared to 
assume it was triumphantly advancing, and had to be warned that it might 
become stationary; now, in 1958, it has proved to be stationary and has to 
be warned that it may fall behind. 

The present report makes no bones about drastic, almost revolutionary, 
recommendations (and there is a still more drastic minority report signed by 
Colonel Hardie). Production, particularly in the non-food sector, is to be 
limited (pp. 244-5); dividends (the economic pivot of the Rochdale system) 
are to be stabilised in favour of ploughing back surplus into retailing facil 
ties (pp. 238-9); smaller societies are to be more or less shamed into amal- 
gamation (pp. 99-104, 242-3); capitalist monopolies are not to be fought 
(pp. 185-90); the wholesale societies are to give up their fulltime democn- 
tically elected Board (pp. 218-21); and a co-operative retail development 
society is to be centrally formed (pp. 252-5) to give technical advice and 
services generally, and to enlarge the scale of operation in dry goods. 

For economic efficiency these measures of reorganisation and strategic 
withdrawal, are probably wise. ‘The Commission, as set up, was not to be 
mainly concerned with the democratic and ideological aspect of co-operation. 
Nevertheless, enlargement of societies (particularly if their membership wa 
scattered over a wide area) was found by the 1938 inquiry to lead to apathy, 
and there is no telling what demoralisation may not follow defeatism in the 
crusade against the monopolist or, for the more earthly, a fall in the “ divi” 
really sufficient for development and new investment during inflation 
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The Commission recommend continuance of the policy of charging prevail- 
ing market prices, but if, as is quite likely, state anti-monopoly policy leads 
ioretail price cutting, “‘ divi ” may have to be cut to vanishing point. Cer- 
ainly the quality of co-operative goods and services will have to improve, 
put the present, unlike the previous, inquiry makes no attempt at consumer 
research. Indeed, little new research appears in the present report, with the 
aception of a useful Appendix, based upon savings surveys, comparing 
Co-operative shares and deposits and other liquid assets. The Report is 
fankly a working plan, though a well-reasoned one. But good use is 
made of economic research carried out in the past twenty years, official, 
c-operative (such as Mr. Hough’s) and unofficial (such as Dr. Jefferys’) ; 
and the value of this research for background and comparison is made 
manifest. 

It is undoubtedly in finance that the movement most needs the sort of 
advice that independent bodies can give. The 1938 examination pointed 
tolarge unused liquid resources in the form of government stocks held by the 
wholesale societies. ‘The present inquiry makes no mention of these hoards 
have they gone down the inflation drain?). But Part III makes an admir- 
ably searching analysis of the capital position and future sources of finance. 
The commission rightly finds the 7-4% plough-back surplus (p. 146) “ pro- 
fundly disturbing’ when compared with the corresponding 58:-4% of 
capitalist retail companies. Unless it is to become just a post-Victorian 
period piece, let us hope the Movement will, this time, accept independent 
advice. The present Commission’s recommendations are certainly specific 
enough. 

P. SARGANT FLORENCE 
University of Birmingham. 


The Employers’ Challenge: A Study of the National Shipbuilding and Engineering 
Disputes of 1957. By H. A. Ciecc and R. Apams. (Oxford: Basil 
Blackwell, 1957. Pp. viii + 179. 21s.) 


Tue centrai theme of this book is that the disputes in the shipbuilding 
and engineering industries in the spring of 1957 represented an attempt by 
british employers—and an attempt which failed—to alter the pattern of 
industrial relations which had grown up over the previous twenty or thirty 
years. That pattern had been one of avoidance of major industrial con- 
ficts. Moreover, an examination of the nature of industrial disputes over 
ai even longer period leads the authors to the conclusion that in times of 
prosperity (or rising prices) conflicts may be numerous but they are rarely 
severe. Further, in such periods, major strikes, when they do occur, are 
unlikely to arise over straightforward wages issues, which employers at these 
times are usually prepared to settle by negotiation and compromise. They 
are more likely to occur over questions of principle. 
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These conclusions therefore lead the authors to suppose that it is worth 
while looking behind what appeared to be straightforward wages claims jp 
the two industries concerned to see whether some conflict of principle could 
afford a better explanation of a serious industrial conflict in a boom year 
than a mere argument over a matter of shillings and pence. Their concly. 
sion is that a majority of organised employers had at last reached the opinion 
that continuous inflation was an even greater danger than industrial conflict, 
To enforce this view, they felt the need of Government support so that their 
position would not be undermined either by concessions in the nationalised 
industries or by pressure to preserve industrial peace in the private sector 
at the price of further wage concessions. Without an ally the employer 
could not win. They thought they had found one, but they had over. 
estimated the strength—or the length—of Government support. They had 
miscalculated, and they lost. 

The theme is an interesting and ingenious one, and it may well be right. 
There is much evidence which the authors adduce to support it. On the 
other hand, the attitude of both sides—in demanding and refusing wage 
advances—is a traditional one, and possesses certain ritual characteristics, 
The difference this time in the length to which that attitude was carried 
could be regarded as one of degree rather than of principle, as one of acci- 
dent rather than intent. The authors’ argument imports a degree of 
clarity and of subtlety of conscious calculation into the practice of industrial 
relations which those who engage in it may not frequently have observed. 
It also suggests a degree of unanimity of reasons for a common decision 
which is not by any means always to be found. In so far, moreover, as 
these reasons are based on confidential discussions, particularly when men- 
bers of the Government are involved, they are rarely disclosed even to 
colleagues. The capacity in which advice, even of Ministers, is given is 
open to different interpretations by different people. 

It is, of course, no new thing for the engineering employers to refuse 
wage advances, and to persist in refusal, even in periods of rising prices. 
As is shown in Appendix 3 of this book, only one of the general wage ad- 
vances in the industry during the Second World War was negotiated. The 
remainder were awarded by arbitration. The boldness of the engineering 
employers during the War period in refusing advances they could have 
paid, and in constituting themselves the guardians of the national economy 
may, however, be explained by their knowledge that the final decision was 
unlikely to rest with them, There then existed other means, and in par- 
ticular compulsory arbitration, for ensuring a nice balance between the 
conflicting ideals of avoiding inflation and preserving industrial peace. 

The authors believe that in a modern democratic state with full employ- 
ment it may be beyond the strength of both government and employers to 
enforce a national wage policy without the agreement of the trade unions. 
Indeed, it might well be added, as the experience of this country from 1948 
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1950 shows, that it is impossible in these circumstances to enforce it even 
yith trade-union support. 

The interest of this book lies not only in the analysis of motives, calcula- 
jons and miscalculations of the parties involved in the engineering and 
dipbuilding disputes of 1957. It is an exceedingly valuable summary of 
he main features of industrial relations in this country since their last 
yming-point in 1926. 

H. S. KirKa.py 


Queens’ College, 
Cambridge. 


The Family Life of Old People. An inquiry in East London. By P. TownsEnp. 
Institute of Community Studies, Report No. 2. (London: Routledge 
& Kegan Paul, 1957. Pp. xvi + 284. 30s.) 


Tuts book is one of three studies prepared by the Institute of Community 
Sudies, Bethnal Green, in which method, approach and area of study are 
ilvery similar. They have taken as their general frame of reference the 
xtwork of family relationships existing in the area—or in anthropological 
ims the kinship system—within which to study specific problems. The 
present volume is concerned with the process of ageing in the borough of 
kthnal Green. 

Itis an exciting report, alive with a real feel for the place and its people. 
The author emerges as a person of passionate convictions who has succeeded 
incapturing much of the resilence, humour and independence for which the 
yople of the East End are famous. His general method of survey is an 
ambitious one. He touches many aspects of ageing, medical, social and 
«onomic, and in so doing attempts to combine, on the one hand, the ap- 
proach of the social anthropologist who eschews questionnaires and empha- 
iss the importance of identification with the group being studied, and, on 
theother hand, the method of the general social survey with its standardised 
interview schedule and emphasis on measurement. He seeks to quantify 
ad generalise without losing the particular, the individual. 

The survey began with a random sample of people over pensionable age 
tbtained from doctors’ lists in the borough. Nearly all of the 203 people 
contacted were seen at least twice, and some several times, most of them by 
Mr. Townsend himself. The picture which emerges is one which conflicts 
ttongly with many currently held views about the relationships between old 
wople and their families. Mr. Townsend finds an immensely strong and 
ative family life, which becomes more important in old age, as extra-family 
wtivities diminish with ill health, reduced income and the like. He pro- 
ides details of a complex exchange of services between the generations, 
particularly grandmother, daughter and grandchildren, which reduces con- 
iderably the claims which old people make upon the social services. The 
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corollary, that those without children, particularly those without daughter 
are more likely users of domiciliary services or of institutional care is sup. 
ported by a parallel study of the inmates of a local geriatric unit, a welfar 
home, and of those using the home-help service in Bethnal Green. 

Mr. Townsend. contrasts the secure position of the old woman able t 
adapt gradually to her changing physical capacities, and who may indeed, a 
the centre of a three-generation family, find new useful tasks, with that of 
the old man. The latter, on retirement, finds himself not only deprived of, 
sense of usefulness, of status and of income, but also thrown back into a family 
network which to a large extent excludes him, because the original role 
within the family have been developed on the basis of the segregation of 
financial and domestic activities. Thus while old men with families may 
benefit from family care, they may also find difficulties created by the failur 
of family relationships to adjust to the changed conditions of retirement, 
This point is not easily reconciled with the author’s general insistence upon 
the flexibility of the family which allows “ different interests, needs and 
satisfactions to be judiciously composed.” 

But if there is some difficulty in sharing wholly Mr. Townsend’s view of 
the beneficial role of the family, the case which he presents for the planning 
of social services to treat the old as family members is nevertheless impres. 
sive. He concludes, for instance, that housing policy should be concerned 
with keeping the extended family in close proximity, and that welfare ser. 
vices should be directed more towards the provision of assistance for the 
family than the provision of substitute family services. It would have been 
useful here to have some general consideration of the extent to which such 
policies would represent demands for additional resources as compared with 
a rechannelling of existing resources. 

The economic aspects of his subject are not, however, Mr. Townsend's 
prime concern, and this may help to explain a rather disappointing vague- 
ness in the section on poverty and financial help from the family. The pic- 
ture here is a startling one—42°%, of his sample receiving National Assistance, 
20-25% entitled to it but not claiming it and another 8-10% with personal 
income below the assistance level. In many respects this is a special feature 
of Bethnal Green—the national proportion of pensioners with assistance is 
only 25%; partly it is a question of definition, because Mr. Townsend is 
concerned to illustrate the role of family help, and so excludes from his de- 
finition of personal income things such as board money paid by children 
living at home with their aged parents. 

But this vagueness also reflects a general problem of methodology. In 
his search for flexibility, Mr. Townsend appears to be less probing than he 
should be in the pursuit of information about some of the items, and, al- 
though the resultant imprecise information inevitably involves interpretation, 
he tells us little about how this is tackled. For instance, in one of his inter- 
view reports we are told that there was an awkward silence when information 
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about board money was sought. “In such cases it seems quite wrong to 
press for details,” comments Mr. Townsend. In this particular instance 
details were eventually forthcoming, but one would have welcomed dis- 
cussion of how he treated other cases where similar difficulties were encoun- 
ied. Or again in relation to family help we are told that some people pre- 
ferred simply to say “‘ my children are good to me,” but we are not told how 
this information is fitted into the percentages of old people with various kinds 
ofhelp. In addition to more information about the treatment of certain 
difficulties such as these, more description of the form in which questions 
were put would have been welcome. One or two examples given in the text 
are worrying. ‘Do you get as much help as you think you should [from 
your children]?”’ seems not only of doubtful value in itself but also a 
dangerous source of bias in the context of establishing the amount of help 
received. 

In his own discussions of method Mr. Townsend stresses the importance 
ofinterpretation and speaks of this as a “‘ subtle and complicated process.” 
He is, of course, quite right—the presentation of social-survey results always 
involves interpretation—but it is important that the reader should be able to 
asess how the research worker has set about this task. It seems especially 
important when the intensive-interview method is used. Mr. Townsend 
attacks the standardised questionnaire which fits people into pre-determined 
categories without regard to their individual circumstances and idiosyn- 
cacies. This can certainly be dangerous, but so, too, can the process of 
adapting questions to make them meaningful to respondents, for this may 
merely mean a shift in the source of bias from respondent to questioner. 

If, however, these weaknesses make one treat some of the conclusions of 
this study with caution, they do not detract from its value as a source of 
information and inspiration for future work in this field. That more work 
there must be is a unanimous conclusion which can be reached after reading 
this book, if only to satisfy the social conscience of an industrial society, 
which, on the one hand, provides the wealth to lengthen man’s life span, 
while, on the other hand, rejecting him once his working days are over. 

Dorotuy E. Core 
Department of Applied Economics, 
Cambridge. 


Essays in Canadian Economic History. By H. A. Innis. (Toronto: University 
of Toronto Press (London: Oxford University Press), 1957. Pp. 
vii + 418. 68s.) 

Tuts collection of essays is intended as a companion volume to the late 
Professor Innis’s two great works on Canadian economic history, The Fur 
Trade in Canada and The Cod Fisheries. The essays are essential to a proper 
understanding of Innis’s views on Canadian economic history; also, they 
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are a further expression of many general ideas not worked out fully in the 
two other books, and they deserve to be read in their own right. 

Innis had an enormous knowledge of economic history, matched by an 
interest in economic problems of all kinds, at all times. Not many author 
could write on such a variety of topics as is offered here: The Work of 
Thorstein Veblen; The Rise and Fall of the Spanish Fishery in Newfound. 
land; Liquidity Preference as a Factor in Industrial Development; The 
Church in Canada, and many other titles. This astonishing variety of 
subject matter is held together in two ways. 

First, every essay has some bearing, more or less direct, on past or present 
economic problems in Canada. This is a source of extensive interest, for 
in many ways Canada was, and still is, one of the most fascinating and im. 
portant of all meeting grounds of economic and political forces. As Innis 
points out, the reconstruction of the fur trade late in the eighteenth century 
was carried out by a French-Canadian population working under Anglo. 
American entrepreneurs; a hundred years later, American labour— 
especially skilled labour—and American labour organisations were taking 
an important part in both agricultural and industrial development in 
Canada. Between these two events Canada had played a large part in that 
** encircling movement of world trade which surrounded the globe first in 
the fur trade in which traders from Russia met traders from Europe in North 
America ”’ (p. 327). 

Secondly, there are a few themes which are repeated again and again, 
features of development which Innis clearly regarded as crucial, at least in 
the Canadian case. The supply of labour is one of these, the significance 
of overhead costs another. The most obvious, however, is transportation. 
Innis insists on the prime importance of water transport in developing trade 
in the St. Lawrence basin, trade based first on fish, then on furs, then on 
timber, and in each case directed towards European markets across the 
seas. Later, when population was increasing more rapidly and raw- 
material prices became subject to frequent and severe fluctuations, canals and 
railroads were constructed in order to reduce transportation costs. This 
development—and it is characteristic of Innis that he should take the political 
as well as the economic point—involved the reorganisation of government 
and the extension of its interests in the economic sphere: ‘‘ The relation 
between governmental activity and water transport became an important 
factor in later developments ”’ (p. 68). 

The reader who comes to this book for its general rather than its Canadian 
interest will probably find most rewarding the essays entitled “‘ The Canadian 
Economy and the Depression,”’ “‘ Significant Factors in Canadian Economic 
Development ” and “‘ Liquidity Preference as a Factor in Industrial Develop- 
ment ”—this last, incidently, ill named, for it has nothing to do with liquidity 
preference in any sense in which an economist would ever use the phrase, 
but is a brilliant survey of the major gold rushes in the nineteenth century 
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and their consequences. In each of these essays Innis sketches in the grand 
design of economic development with an obviously masterly knowledge of 
detail. When writing in this way—and this, surely, was his forte—he is 

icularly illuminating when dealing with the problems of primary pro- 
duction. In this connection he makes several times the important point that 
primary production, when highly developed for the supply of distant metro- 
politan markets, is likely to require a good deal of fixed capital—railroads, 
gain elevators and the like—and is almost certain to need extensive credit 
fycilities. His appreciation of this makes all the more surprising his com- 
parative neglect of international capital movements. 

Innis is one of the few economic historians—and he is probably the 

test of them—to have written in English with personal, intimate, 
gmpathetic and extensive knowledge of the problems of an economy based 
o primary production. This makes his work peculiarly valuable. But 
on all topics he is interesting, and all his work has an invigorating tone of 
confidence and purpose. Perhaps this sprang from the belief which he 
expresses in these essays: ‘‘ The success of measures designed to solve 
[contemporary] problems . . . is necessarily determined by their relation 
to problems of the secular trend. An analysis of the factors peculiar to a 
long-run development is essential to an understanding of immediate diffi- 
culties’ (p. 123). 

A. J. Youncson 
Emmanuel College, 
Cambridge. 


The Combined Food Board. By E. Roxx. Stanford University Food Research 
Institute, Studies on Food, Agriculture and World War II. (Stanford, Cali- 
fornia: Stanford University Press (London: Oxford University Press), 
1957. Pp. 385. 60s.) 


Tue Combined Boards, organised on the model of the Combined Chiefs 
of Staff, were not supra-national agencies, but formulators of policies agreed 
between the constituent governments. The Combined Raw Materials 
Board claimed to issue “ mandatory recommendations,” the Combined 
Food Board did not; but the difference was hardly even theoretical. No 
recommendation by either Board would be made unless its members believed 
themselves authorised by their governments to make it; and only if the 
machinery went wrong would each government fail to follow a recommenda- 
tion by a note of formal acceptance. But what, in respect of food, was the 
government of the United States? 

Mr. Roll, who on the United Kingdom side was one of the architects of 
the Food Board and throughout was closely concerned with its working, 
shows how much the Board depended on a definite answer to this question. 
In those days at least, the construction of a ‘‘ United States position ” from 
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the views of several interested departments was an unfamiliar technique, 
Furthermore, the main responsibility for food procurement and distributig, 
more than once changed abruptly and, from the Board’s standpoint, cata. 
strophically. In March 1943, for instance, the Secretary for Agricultur 
lost his powers over food to an independent War Food Administrator, by 
continued as United States member of the Board for seven months; 1943 
was not an impressive year for combined food planning. In contrast, Secre. 
tary Clinton Anderson, with the powers of a Food Administrator, became 
United States member in July 1945; and the Board in 1945-46, although the 
problems it encountered were incomparably harder, produced a clear-cut 
organisation and achieved distinct results. In fact, to make a producing 
country with the farming history of the United States take scarcity seriously 
required a crisis which was exceptionally obvious and severe. . 

Similarly, the relative success of the Board’s commodity committees was 
closely correlated with the extent to which the United States required sup. 
plies of the commodity from abroad. Imported supplies could be brought 
under firmer control, their shortage was more easily understood, and for 
some of them the Commonwealth had significant contributions to make, 
The sugar and the oils and fats committees were operating with some hope of 
agreement even in the worst period of 1945, but allocation of meat had 
broken down by mid-1943. The case of cereals, far more important, re- 
quires separate explanation. The problem there was initially one of moving 
Canadian supplies; later, in appearance at least, there was actual shortage, 
independently of transport difficulties. ‘The committee was one of the mos 
painstaking and expert which the Board possessed. But, for reasons which 
others concerned with the Board found puzzling, cereals in late 1945 were 
removed from “ allocation ” and subjected instead to monthly “ program- 
ming.” The practical difference was nil, but one is not surprised to read 
that the change was widely misunderstood by the liberated countries. In 
fact, this piece of political ineptitude, for which the United Kingdom and 
Canada must bear part of the blame, contributed much to the pressure 
which brought the Board to an end on July 1, 1946. The cause was once 
more surplus-mindedness, over this commodity not an unknown disease 
among the trade experts of the United Kingdom. 

Of the criticisms directed at the Board, one was that it was a sinister 
organisation to protect the “ British.” Certainly it did something to effect 
distributive justice, and there were moments when the Ministry of Food 
hardly seemed to realise what the main food producer was sacrificing. A 
London Food Committee constructed the Commonwealth “ picture ” (other 
than for Canada), and it was tempting to London to leave for Washington 
only the allocation of North American supplies. Gradually it was appre 
ciated that the United States would not be satisfied with a combined body 
for which all the non-American work was done in another centre, and when 
the time came to associate liberated countries with the work of the Washing- 
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ton committees the additional membership was agreed without undue dis- 
harmony. Canada became a full member of the Board in October 1943; it 
had been a mistake, though fortunately the consequences were not serious, 
not to associate her from the outset, and Mr. Roll seems hardly convinced 
by the explanation he gives at p. 94. 

Secondly, the Board could be accused of a superfluity of paper in relation 
toits results, and some of the documents quoted in Mr. Roll’s appendices are 
certainly alarming. ‘This criticism was heard more often on the British 
side, and is almost wholly unjustified. From its nature the Board had no 
international staff. In its later and better days it was served by a minute 
secretariat, to whom Mr. Roll might have given more whole-hearted praise; 
but the members of this, and also the secretaries of the commodity commit- 
tees, were national staff who continued to have civil-service responsibilities 
to their own countries. The majority were members of the United States 
Office of Foreign Agricultural Relations, whose research had a high reputa- 
tion, and who spoke their own language (the language of Mr. Roll’s docu- 
ments) to each other and to the Executive Officers of the Board. 

Thirdly, it could be asked how much was achieved. A comparison 
between allocation and performance, especially in the period after European 
liberation, would have been interesting, but probably no adequate statistics 
are available. Mr. Roll does show that allocation never proceeded on any 
single principle, but the discussions leading to it normally produced some 
variation in the previously arranged plans of the producing countries, with, 
ofcourse, a resulting gain to the importers. The Board’s usefulness lay also, 
however, in other fields, especially in arranging combined purchasing 
schemes, with consequences not only upon prices but also in ensuring efficient 
procurement, especially in South America and India. Yet activities of this 
kind always had their critics in the State Department, and Mr. Roll’s account 
of the Argentine meat contract, eventually secured in the autumn of 1945 
after negotiations involving the French as well as the member countries of 
the Board, makes an exciting story to those interested in the internal per- 
plexities of United States economic policy after Germany’s defeat. 

It might perhaps have been useful to relate some of the more difficult 
discussions more closely to the facts of the consumption (and stock) levels at 
the time operating in the member countries of the Board. But Mr. Roil’s 
book is otherwise lucid and accurate, and his judgement is very sure. His 
knowledge and fairmindedness made him the obvious person to write it. 

G. E. F. Cuitver 

Queen’s College, 

Oxford. 
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Japan’s Economic Recovery. By G. C. AttenN. (London: Oxford University 


Press for the Royal Institute of International Affairs, 1958. Pp. xi 4 
215. 25s.) 


Japan’s Postwar Economy. By J. B. Conen. (Bloomington, Indiana: 
Indiana University Press, 1958. Pp. xvii + 262. $6.50.) 


Hokkaido. Its present state of development and future prospects. By F. C. Jones, 
(London: Oxford University Press for the Royal Institute of Inter. 
national Affairs, 1958. Pp. viii + 146. 21s.) 


Japan’s Finance and Taxation, 1940-1956, By Sasuro Suiomi. . (New York: 
Columbia University Press, 1957 (London: Oxford University Press, 
1958). Pp. xi-+ 190. 48s.) 


Berore the Second World War the few people interested in the Japanese 
economy could have read all the major English works on the subject in a 
long week-end. To-day they would have great difficulty in covering the 
field in a long vacation. Not surprisingly, in view of the economic and 
strategic ties between their country and Japan, the Americans are the main 
contributors. One is reminded of the works of, among others, W. W. 
Lockwood, E. A. Ackerman, B. F. Johnston and E. O. Reischauer. The 
Japanese themselves are producing an increasing number of books and 
articles in English, but, with a few notable exceptions, British economists 
have written little about Japan. Here we have four books from the United 
States, Britain and Japan, by authors already well known to students of 
the Far East. 

Probably no other Briton knows the Japanese economy better than 
Professor Allen, and few Americans know it as well as Professor Cohen. 
Both have already made detailed, scholarly studies of some aspect of the 
subject. They are therefore peculiarly fitted to write the concise, general 
and introductory outline of Japan’s recent economic progress which is 
presented in the two books noted here. By any standards—even those of 
West Germany—the story of Japan’s post-war recovery is remarkable and 
worth publishing. Despite loss of territory, destruction of capital assets 
during the War, the disruption of her trade with China, monetary instability, 
demographic problems and a host of other difficulties, Japan to-day stands 
economically more advanced than ever before. Except in overseas trade, 
her main economic indices were all higher in 1956 than before the War. 
Industrial output was twice its pre-war level. According to the Inter- 
national Monetary Fund statisticians, between 1950 and 1956 manufacturing 
output rose by 186% in Japan, national income by 121%. Even West 
Germany could not match this achievement. Japan had become the 
world’s largest shipbuilder and textile exporter, and although her textile 
production no longer dominated her manufacturing, it was second only to 
that of the United States. All this, and a great deal more, has been achieved 
with much less sacrifice by labour than was the case before the War. In 
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act, a notable feature of the past few years has been the rise in the standards 
gliving and the greater share of labour in the national cake. 

Japan’s singular achievement is admirably described and illustrated 
atistically by Professors Allen and Cohen. Professor Allen’s book is similar 
in lay-out and treatment to his Short Economic History of Modern Japan. 
There are chapters, inter alia, on money and banking, agriculture, industry, 
the Zaibatsu, industrial relations and foreign trade. Perhaps the non- 
ungible factors in the story are neglected, the “‘ feel for the country”? is lack- 
ig, But he has an extraordinary facility for collecting and sifting masses 
of evidence, and then packaging the results in neatly constructed readable 
chapters. In these days of esoteric sociological and economic writings on 
gowth, the student will find Professor Allen’s book, if prosaic, at least 

picuous. 

Professor Cohen covers a similar field, although the two books differ in 
many respects. Potential reviewers are warned in the preface that this work 
sneither intended to be a definitive study nor so wide in scope as his Japan’s 
Bonomy in War and Reconstruction (reviewed in this JouRNAL, March 1950). 
He has less to say than Professor Allen on individual industries, but a great 
deal more on trade and Japan’s present and future role in the world economy. 
There are chapters on her ties with South-east Asia, America and the Com- 
munist bloc. Much emphasis is given to the dependence of Japan on 
America, not only for aid to bridge balance-of-payment gaps, but also for 
trade. The United States is her best customer and her greatest supplier. 
Japan is America’s biggest external purchaser of wheat, rice and some other 
products. How far this pattern of trade should or can continue, and the 
possibility of extending Japan’s commerce with Asia, are briefly discussed 
here. Professor Cohen is lavish in his use of statistics, mainly from United 
Nations and Japanese sources. Occasionally the comparative figures seem 
tobe of dubious value. Is it meaningful, for example, to say that the world 
average rice yield (excluding the U.S.S.R.) was 18-2 kg. per hectare in 
1955, or to compare yields in countries so divergent as Spain, Australia, 
Japan and Burma? Both Professors Allen and Cohen are certainly aware 
of the limitation of comparative international and Japanese statistics, al- 
though this awareness is not always conveyed to the reader. Japanese un- 
employment figures demonstrate the traps into which the unwary might fall. 
In 1956 the percentage of unemployed workers in the total working force 
was Officially under 2, but, as Professor Cohen points out, to say that Japan’s 
labour force was as fully occupied as Britain’s would be fallacious. Over 
0% of Japanese workers are not paid employees, and among these under- 
employment is rife. 

Japan’s fast economic growth and her astonishing post-war recovery 
sometimes make us under-estimate the economic problems still facing her. 
Professor Cohen rightly gives considerable emphasis to these problems. The 
main dangers for Japan arise from her scarcity of natural resources and land, 
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her heavy dependence on overseas trade and her large and growing popula. 
tion. Since the War the booming world economy, the Korean War anj 
American aid have disguised the precarious nature of Japan’s position, 
Although the birth rate has been failing, total population grew by 18 milliogs 
between 1940 and 1956. In spite of enormous industrialisation, there has 
been little reduction in the absolute numbers mainly occupied in agricultur 
and forestry since 1868, and these numbers actually increased substantially 
after the War. Here, surely, is a warning to underdeveloped, overpopu. 
lated countries who expect industrialisation to transform their demographic 
difficulties overnight. Except in textiles and some other lines, Japan is not 
as low-cost a producer as is generally believed. Her dependence on im. 
ported raw materials, inefficient plant and techniques, and other factoy 
have made her a higher-cost producer than her main competitors in mog 
of the heavy industries which are now the mainstay of the economy. Ore 
hopes that the measures she is taking to rectify these difficulties will be 
successful. But Japan’s future prosperity, like Britain’s, is ultimately de. 
pendent on the continuing expansion and liberalisation of world trade. 

There is plenty in these two books of Professors Allen and Cohen which 
one would have liked to see developed further. The population problem, 
for example, hardly gets its due weight. Japan’s attempts at planning, her 
attitude to Hokkaido, her commercial policy, the social environment after 
the War, are all discussed summarily. But one cannot expect comprehen. 
siveness in works of this size and scope. Those whose appetites are whetted 
for further knowledge of Japan will find ample bibliographies to satisfy 
them. 

Mr. Jones, the author of Japan's New Order in East Asia, here presents 
us with a short introduction to the history, economy and future prospects 
of Hokkaido, the large, underdeveloped island in the north of Japan. The 
Government, before and after the War, has achieved considerable succes 
in developing this region. There are now 5 million Japanese settled there, 
compared with 100,000 in 1870, agriculture has been improved and new 
frost-resisting strains of rice planted. Extensive fisheries have been 
developed, and some extractive and manufacturing industries have grown. 
But, compared with the overcrowded, intensively industrialised main islands 
of Japan, Hokkaido remains underpopulated and backward. It is a salutary 
exercise to read this book after the two reviewed above, because it reminds 
one of the dangers of typifying Japan as a land of small plots, myriads of 
workshops and large factories. In the short space of 120 odd pages Mr. 
Jones can give us no more than a bird’s-eye view of this region. Thereis 
a little history, a little geography, a good deal of description with tables of 
agriculture and industry, and an estimate of the present and future import 
ance of Hokkaido in the Japanese economy. All is delivered in an orderly 
and unlaboured style. One would have liked more analysis of economic 
problems, especially the relative failure of the Five Year Development Plan, 
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put, as the bibliography shows, there are plenty of other sources where one 
can pursue one’s individual interests. 

The three books so far mentioned are all general, introductory and suit- 
ible for the elementary student. Dr. Shiomi’s work is a much more in- 
digestible mouthful, rather because of the nature of the subject than because 
the translation is in any sense inadequate. Here we have, for the specialist, 
adetailed study of Japan’s national and local tax system since 1940. Every 
tax and change in tax is noted, down to the rate for tips for geisha. War 
apenditure, inflation and the policy of the occupation authorities have been 
the background to the present complex tax structure in Japan. A major 
tax reform was carried out in 1940, but during the War this had to be revised 
frequently when the Government realised that hostilities were going to be 
prolonged and enough funds could not be raised through bonds or borrowing. 
Mfter the War the twin aims of reducing inflation and democratising the 
cial structure determined fiscal policy. Then came the “ ideal ”’ system 
recommended by Dr. Shoup’s mission, with its emphasis on direct taxes 
ad decentralisation. Most of his proposals were enthusiastically adopted 
by the Japanese, but Dr. Shoup wisely realised that “‘ no one who attempted 
atax reform was ever appreciated by his own generation ”’ (p. 90). It was 
won discovered that the Shoup system was less ideal than had first been 
thought and, as a result of considerable criticism, modifications were intro- 
duced, although the basic aims were retained. The full details of this 
complicated story are given in Dr. Shiomi’s book with abundant quanti- 
tative illustrations. In addition, he has a section on the development of 
the income and corporation tax, and he also provides us with the results 
ofsome special research he has done on the effects of taxation on Japanese 
inome distribution. It is a painstaking, comprehensive study, although 
tedious to read after the lighter fare provided by the other writers. 

W. J. MAcPHERSON 

Cambridge. 


Sovetskaya Sotsialishicheskaya Ekonomika 1917-1957 (Soviet Socialist Economy, 
1917-1957). Edited by L. M. Garovsxi, I. A. Giapxov, Y. A. 
Kronrop and I. D. Laprev. (Moscow: State Political Editors for 
the Institute of Economics of the U.S.S.R., 1958. Pp. 664. 11r. 50k.) 


Tuts is a symposium in honour of the fortieth anniversary of the Russian 
revolution. ‘Twenty eminent Soviet economists review the progress of 
various sectors of the economy, and an attempt is made to draw some general 
theoretical conclusions. In common with other anniversary volumes in 
many lands, this one tends to dwell on success, but it would be wrong to 
regard it as an outsize propaganda pamphlet. It is fairly expensive, the 
printing of 50,000 copies is small by Soviet standards (compare the economics 


text-book, which ran into many millions). Most of the contributions are 
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scholarly in tone and serious in intent. They seem to be directed to, 
specialised readership. 

Of course, the various contributions are of unequal value. For example, 
an essay by Efstafyev on “ the activity and creative initiative of labour” 
no more than a series of bald assertions that everything was, is and will be 
for the best. But others take their tasks much more seriously. Perhay 
the most interesting for us are the essays by Notkin, Strumilin, Kronrod, 
Leontiev and Arakelyan, who, each in their own way, attempt to analy 
problems of growth. In doing so, each endeavours to fill out the available 
official statistics with some independent calculations, often derived from 
pre-war and sometimes even non-communist publications. But this some. 
times lands them in difficulties of which they appear to be unconscious. 

The basic difficulty is this: an independent calculation of the relative 
position of the U.S.S.R. in past years will tend to be inconsistent with the 
official index of growth, in so far as this index is exaggerated. The extent 
of the exaggeration is such that the inconsistency tends to be too big to be 
explained by the well-known vagaries of index numbers or by differences 
of definition. The point may readily be illustrated as follows. , 

Kronrod quotes with approval the pioneering calculations of Professor 
Prokopovich, comparing the national income of Russia with those of the 
leading industrial powers in 1913. After adjustment to refer to the inter- 
war territory of the U.S.S.R. they give Russia precisely a fifth of the United 
States national income in 1913 and just about two-thirds of that of the 
United Kingdom. According to Soviet official statistics, repeatedly utilised 
by Kronrod and by other contributors, the Soviet national income in 1956 
was 19-22 times greater than in 1913. The relevant indices for the United 
States and the United Kingdom are not readily available, but it may bk 
sufficient to cite those used by the Russians themselves for analytical purpose 
(in Vestnik Statistiki No. 1/1958), which give a growth of about three anda 
quarter times for the United States and just under twice for the United 
Kingdom. 

But if the Soviet national income was one-fifth of the American in 19]3, 
it follows from these figures that it was greater than the American in 1956 by 
almost 20% in the aggregate, and even somewhat exceeded it on a per capila 
basis. It also would seem to follow that Soviet national income per capiia 
is now something like double that of the United Kingdom. Obviously 
this is nonsense. The extent to which it iv nonsense is also the extent to 
which the official Soviet index of growth must be regarded with some 
scepticism. 

The same author, Kronrod, cites a pre-revolutionary calculation, 
according to which labour productivity in ‘factory industry” in Russia 
in 1910 was inferior to that of the United States ‘‘ almost 3-5 times.” In 
his contribution, Strumilin analyses data on “‘ census industry ”’ for 1913/l4, 
and comes to the conclusion that industrial output per worker was 2-4 tims 
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ter in the United States at the official rate of exchange. Allowing 
for the relatively higher prices of Russian industry, the true ratio could be 
shigh as 4:1. Yet Notkin asserts, in his contribution to the symposium, 
that the United States had a ninefold superiority in pre-revolutionary times. 
Admittedly he includes artisans in the comparison, but it remains impossible 
to reconcile his figures with those already quoted from his two colleagues’ 
papers. The cause of the discrepancy is, unfortunately, all too clear. 
leontiev, in his contribution, claims that in the period 1913-55 industrial 
labour productivity rose 8 times in the U.S.S.R., 2-2 times in the United 
States, 1-4 times in the United Kingdom. This follows from the official 
data on gross industrial production and employment. It is wholly consis- 
tent with the estimate, now current in the U.S.S.R., that labour productivity 
inindustry in 1955 was 40-42% of the United States. But the effect of 
wing this estimate in conjunction with the exaggerated official index is to 
create a nonsense in 1913, by compelling the use of the impossible ratio of 
9:1 for the sake of arithmetical consistency. 

Strumilin runs into similar trouble. He cites a pre-war calculation 
acording to which Soviet industrial productivity in 1937 was 40:5% of 
the United States, which implies that in the period 1937-55 it rose by about 
the same percentage in both countries. But the Soviet productivity index 
shows a much superior growth rate. Therefore, either the 1937 calculation 
was wrong, or the relative growth rate must be overstated. 

Kronrod does seem to be somewhat worried by the indices he uses. He 
devotes a footnote to admitting the imperfection of the ‘‘ 1926/7 prices” 
which form the base for most of the time-series, and he does point out that 
arecalculation in more recent prices would yield a different result. How- 
ever, he insists that any corrections “‘ would not basically alter the picture,”’ 
aid he attempts no corrections. Other Soviet writers (for instance, the 
satistician Ryabushkin) have been more critical than this, but perhaps an 
aniversary volume is not the place for challenging well-established statistical 
myths. It must be stressed, of course, that a more realistic measurement 
would still show a very rapid growth rate. It is a pity that a sounder 
statistical approach has not been authorised. 

An interesting point made by Kronrod is that the national income of the 
Russian Empire increased by 50% in the period 1894-1913, which, he 
argues, was less than was achieved in the same period by the United King- 
dom and Germany. A less scholarly argument by the same author consists 
inasserting that, in 1951,60°% of the national income of the United Kingdom, 
8% of that of the United States was appropriated by the “ capitalists ”’ 
while only 40 and 42% respectively went to “‘ working people.’ The 
purpose of such statements, in a book published under high academic 
auspices, is not clear. 

Space does not permit an analysis of many other interesting and often 
controversial contributions. There is a quite first-rate survey of the develop- 
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ment of transportation by Khachaturov, and a very useful discussion of 
retail trade by Dikhtyar and Kulikov. An index of state retail prices fo 
the period 1928-40 can easily be calculated from the figures cited there, 
and this, in a Soviet source, is new. (The 1940-56 period is covered by 
recent statistical compendia.) The effect is to show beyond a shadow of 
doubt that retail prices, in 1937 and in 1940, had increased since 1928 by 
more than had money wages. The weights are those of 1940, and indepen. 
dent calculations by scholars in the west have shown that the decline in the 
purchasing power of wages would be considerably greater if 1928 weights 
were used (for example, this emerges from the analysis made a few years 
ago by Janet Chapman). 

This symposium, because of its relatively ‘‘ festive’? nature, is not the 
place to find much of the controversial matter which has enlivened Soviet 
economic discussion in the past few years. None the less, it contains much 
valuable material, with many well-written analyses of important aspects 
of the Soviet economy. 


> 


A. Nove 
The London School of Economics. 
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NOTES AND MEMORANDA 





TECHNIQUES, EMPLOYMENT AND RATE OF GROWTH 


Tue object of this rate is to present the problem regarding the choice 
of techniques for an underdeveloped economy with considerable underem- 
ployment oflabour. Our contention is that because of a possible divergence 
between the private and social cost of labour, even on the maximisation of 
rate-of-return criterion, the techniques chosen for the various industries of 
sich an economy should be more labour intensive than those indicated by 
he prevailing real wage-rate. Further, for such an economy, there exists 
a alternative criterion for the choice of techniques: it could choose such 
techniques as would maximise its income and employment in the short run. 
Which of these two criteria or an admixture of the two it would adopt would 
depend upon its economic objectives. 


Assumptions 
The following asumptions are made: 


1. There is considerable underemployment of labour in agriculture 
such that with appropriate agrarian reorganisation involving little 
capital expenditure the agricultural output would not be affected if the 
underemployed labour were taken away from agriculture. 

2. When the surplus labour from the agricultural sector is removed 
and employed in the industrial sector the per capita output in the former 
sector would increase. 

3. The per capita consumption, however, in the agricultural sector 
would not increase as much as the increase in the per capita output. 

4. The cost of labour in terms of wage goods in the industrial sector, 
therefore, would be less than that measured by the given real wage-rate. 

5. All profits are saved and invested, and all wages in the industrial 
sector are consumed. 

6. There exists a choice for each firm between techniques of varying 
degrees of labour intensity. 

7. The problem regarding the choice of industries or investment 
pattern is already solved in the light of the existing natural resources 
and the desired time-pattern of growth. 


Rate-of-return Criterion 

The problem to be solved now is: What techniques or input combinations 
toadopt for the various industries. The private firms obviously would adopt 
such techniques as would maximise their respective rates of profit, given the 
lative prices of various inputs. However, since the real wage-rate for 
labour is higher than the real social cost of labour (Assumption 4), the tech- 
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niques so chosen by private firms would not maximise the rate of soci 
surplus (profits). For maximising the rate of return over cost from the 
social point of view, therefore, the techniques for various industries will hay 
to be more labour intensive than those based on the prevailing real wage-rate 

It is easy to see that the techniques so chosen would also maximise the 
rate of growth of investment, income and employment, because of assump- 
tion 5. 


Maximisation of Income and Employment Criterion 

There exists, however, an alternative criterion for the choice of techniques, 
Since the marginal productivity of the underemployed labour in agricultur 
is zero or near zero, such an economy could maximise its income and em. 
ployment in the short run by choosing the most labour-intensive techniques 
for its industries, from among all the available economically feasible tech. 
niques. This could be seen from the following diagram. 
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In the industrial sector the available wage goods value of capital is measured 
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wailable labour is measured along the Y axis and is represented by OB. 
There are two industries V and W, and two techniques are available for each 
ofthese two industries. ‘Techniques I and II as shown with reference to the 
origin O represent the two techniques for the industry V and techniques I 
and II as shown with reference to the origin Q represent the two techniques 
forthe industry W. OL, represents a certain output of V with technique II 
and OM, represents the same level of output with technique I; different 
pints on the line L,M, represent identical levels of output of V but with 
different combinations of techniques I and II. The lines LM, are thus equal 
output lines for V. The level of output of V is shown by the distance of each 
such line LM from the origin O, such that the greater is this distance, the 
lager is the output. STs similarly are equal output lines for the industry 
land are drawn with reference to the origin Q. 

Now let us assume that at the given real social cost of labour, only tech- 
nique I for each of the two industries is profitable. Suppose that on the 
basis of the maximisation of the rate-of-return criterion, only technique | 
for each of the two industries is chosen and QS, output for W and OM, output 
for V are produced, leaving CD amount of labour unemployed. 

However, if techniques or the combination of techniques for each of the 
two industries were so chosen as to fully employ both available labour and 
capital it could be easily seen that outputs for both V and W could be larger 
than in the previous case. 

By choosing, for example, technique I for V and technique II for W, full 
employment of both available labour and capital could be attained at point 
T, where the output for V would be OT, and the output for W would be 
Q5,; outputs of both the industries, thus, would be larger than in the pre- 
viouscase. Similar would be the case if a combination of both the techniques 
for each of the two industries were chosen so as to attain full employment of 
both capital and labour. For example, at point P, where the equal output 
lines L,M, and S,7, intersect, there would be full employment of both the 
inputs and larger outputs of both V and W. Output of V would be now 
0M, instead of OM,, and the output of W would be QS, instead of QS). 

Inadequacy of food output could put a limit to this process of attaining 
full-employment level of income immediately. It is assumed, however, that 
food output can be increased in such an economy by introducing minor 
imovations in agriculture involving an insignificant amount of additional 
capital. 


Choice between these Two Criteria 


Thus an underdeveloped economy has also a problem of choosing between 
the two criteria for the choice of techniques: (a) Maximisation of the rate of 
teturn over cost, and (6) Maximisation of income and employment in the 
short-run. 

If the first criterion is adopted, the rate of growth also is maximised. 
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With the second criterion, though full-employment level of income would be 
attained almost immediately, the rate of growth thereafter would be smalle 
than what would be with the first criterion, because of a lower rate of profiiy 
and hence of capital accumulation (Assumption 5). 

The choice of techniques thus would depend upon the desired time-pattem 
of growth. The following diagram shows the time-pattern of growth on the 
basis of the two criteria mentioned above. 





OUTPUT EMPLOYMENT 
te] 





x< 


TIME 


Time is measured along the X axis, and output and employment on the 
Y axis. OA gives the intial output and employment. AC shows the time- 
pattern of growth with the maximisation of rate of return over cost criterion. 
With the maximisation of income and employment criterion, full-employ- 
ment level of output is immediately obtained so that there is a sort of a jump 
from A to B; thereafter BD shows the time-pattern of growth. Maximisa- 
tion of income and employment criterion gives a higher average rate of growth 
than the other criterion for the period OX; but thereafter the average rate 
of growth would be smaller than under the maximisation of the rate-of-retum 
criterion. The choice of techniques would depend upon which of these two 
time-patterns of growth or what combination of these two patterns is desired 
by an underdeveloped economy. 


Concluding Remarks 


In the economic literature on the subject ! it is not sufficiently emphasised 
that the underemployment of labour affects directly only the choice of tech- 
niques and has no direct relevance for the choice of investment pattern. In 
fact, it is not realised that the problem of the choice of techniques and the 


1 See, for example, P. N. Rosenstein-Rodan, ‘‘ Problem of Industrialisation of Eastern and 
South-Eastern Europe,” Economic JouRNAL, June-September 1943; A. J. Brown, Industrialisatio 
and Trade, 1943; K. E. Kahn, “ Investment Criteria in Development Programs,” Quarterly Joumd 
of Economics, February 1951; Walter Galenson and Harvey Leibenstein, ‘‘ Investment Criteria, 
Productivity and Economic Development,” Quarterly Journal of Economics, August 1955; B. Chenery 
Hollis, ‘‘ The Application of Investment Criteria,” Quarterly Journal of Economics, February 1953. 
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Jem of the choice of investment pattern, though inter-related, are ana- 
ically two distinct problems. This failure to distinguish analytically be- 
ween these two problems has led to lack of clarity in the analysis of these 
yoblems. Further, these basically dynamic problems are analysed in 
atic terms, and this has given rise to still more confusion. 

In dynamic terms each set of production techniques with a certain in- 
ystment pattern would give rise to a certain time-pattern of growth. The 
jnal choice regarding these two, therefore, would depend upon the desired 
time-pattern of growth." 

V. V. Buatr 


Bombay. 





IMPORT DUTIES AND THE GROSS DOMESTIC PRODUCT 
AT MARKET PRICES: A REJOINDER 


Tuis rejoinder to Mr. J. L. Nicholson’s reply * to my article * deals with 
the question of internal inconsistencies, gives a restatement of my argument 
ad refers to a further consequence of the official treatment of import 
duties. 


I 


On the argument that the new definition of GDPm ‘ results in internal 
inconsistencies, it is stated that there are no inconsistencies and that my “‘ odd 
results”? are due to my combining two systems. ‘This appears to be true, 
but the use of two systems resulted from following the official “ rule” for 
the derivation of GNPm given in National Income Statistics—Sources and 
Mehods (p. 13), and quoted by me as an explanation of the method I 
plowed. According to this “ rule,” the addition of taxes on expenditure 
ut of subsidies to GNPf will produce GNPm. With this method the 
ugative import item in the definition of GNPm is valued at factor cost, but 
this item is valued to include import duties in the new definition of GDPm, 
that the inconsistencies cited by me are inevitable. Mr. Nicholson, in his 
note, removes the inconsistencies in the manner I suggest in my article (p. 
9). He writes that “ consistency demands that the same method be 
applied to the estimates at constant market prices and at current market 
prices of both the national and domestic product.” Now we all know where 

' For the development of the same idea in the Indian context, see ‘“‘ Planning—Basic Choices,” 
Emomic Weekly, January 1956, and ‘“ Role of Small Industries: Economic Pundits Confuse,”’ 
Eunomic Weekly, April 28, 1956. 

* J. L. Nicholson, ‘‘ Import Duties and the Gross Domestic Product at Market Prices,” EcoNoMIc 
joa, LX VIII, 1958, pp. 393-6. 
*“Expenditure Taxes, Imports and Gross Domestic Product at Market Prices,” Economic 


jourxa, LXVII, 1957, pp. 644-54. 
‘In Section I the symbols used are those in my article. 
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we stand. GNPm is to be defined as C + I + X + Xi — M — Mi ay 
GDPm is defined as C + I + X — M, with M valued to include impor 
duties in both definitions, so that GNPm exceeds GDPm by net incon, 
from abroad (Xi — Mi). The inconsistencies are thus removed, but ye 
now have two definitions (GNPm and GDPm) which differ from inte. 
national practice (and cannot be calculated from Blue Book data alone), ang 
a factor-cost adjustment consisting of taxes on expenditure net of subsidies 
and import duties. 

Mr. Nicholson has not pointed out that the source of my error was the 
method for obtaining GNPm from GNPf given in Sources and Methods—that 
the “rule” is not only precise, but is precisely wrong. ‘The nearest he 
comes to admitting this is in his footnote 1 on p. 394, in which he says that 
the statement in Sources and Methods “‘. . . was perhaps misleading in not 
referring at the same time to the recent change in the treatment of impor 
duties.”” Is not this an understatement? To correct Sources and Method 
requires more than a reference to the recent change in the treatment o 
import duties. The correction must give a new “rule”; that GNPm ca 
be obtained by adding to GNPf taxes on expenditure net of subsidies and 
import duties. 


II 
In the argument of this section use is made of the following symbols: 


Let Mx stand for the import content of exports; 

Mch stand for the import content of home produced consumer goods 
and services, including imported consumer goods; 

Mih stand for the import content of home-produced investment 
goods and services, including imported investment goods; 

Ch stand for home-produced consumer goods and services, including 
the “‘ added value ” to imported consumer goods; and 

Ih stand for home-produced investment goods and services, it- 
cluding the “ added value” to imported investment goods. 


In the aggregates at market prices (GNPm and GDPm), should the 
negative item of imports be valued to include import duties? Estimates a 
market prices of the aggregate value of goods,! both home-produced and 
imported, derive their importance from the fact that they record whats 
actually paid by final buyers for the goods. Since the value of an aggregatt 
at market prices is a function of quantity and price, and expenditure taxe 
and import duties are included in the price, those taxes and duties mus 
be included in the aggregate. If any part of the taxes or duties is not it 
cluded, then the aggregate cannot be the aggregate at market prices. 

In terms of the above symbols, total production in the home countrys 


1 The word “‘ goods ”’ is intended to include services. 
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de sum of Ch + Ih + X. But this total includes the import content of 
ie three categories of goods. This import content must be deducted from 
tal product to obtain gross domestic product, that is the product due to 
ecountry’s own resources and economic activity. Gross domestic product 
iy then, 
Ch — Mch + Ih — Mih + X — Mx 
or Ch + Ih + X — Mch — Mih — Mx 


What is the value of this aggregate at market prices? Is it not the value of 
apenditure by final buyers on Ch ~- Ih + X, less what the home country 
mys to the overseas suppliers of Mch, Mih and Mx? Expenditure by final 
pwyers on Ch + Ih + X is the sum of their factor costs less subsidies plus 
axes on expenditure, including import duties. To obtain the market-price 
valuation of gross domestic product it is only necessary to deduct from this 
otal expenditure by final buyers what is paid to the overseas suppliers of 
imports. Since the import duties are not paid to the overseas suppliers 
ithe imports, it cannot be appropriate to include those duties in the nega- 
ive elements of the above definition. 

Gross domestic product as defined in the previous paragraph is in terms 
the actual goods produced in the home country. For some purposes a 
nore useful approach is in terms of the goods made available for purchase 
inthe home country from its own resources and economic activity. With 
this approach the significance of exports lies in the claim on overseas pro- 
duction earned by exports. Let us assume that the value of exports (money 
received from abroad for them) is equal to the value of imports (money paid 
ibroad for them), so that export earnings pay for all the imports. M con- 
ists of Mx + Mch + Mih and, since M is equal to X, these import items 
may be substituted for X in the definition Ch + Ih + X — Mch — Mih 
-Mx. This produces Ch + Ih as the definition of gross domestic product. 
ltis the sum of available consumer goods (C) and available investment 
yods (I). What is the market-price valuation of this aggregate (GDPm)? 
The market-price valuation of C + I is the total expenditure on C + I, 
which is the sum of the factor costs of C and I, including their import 
wntent at factor cost, less subsidies plus taxes on expenditure including 
import duties. In terms of the normal definition of GDPm as C +I 
+X—M, with X equal to M and both valued as in the rest of the world 
acount, Table 7 of the Blue Book, X and M cancel out so that GDPm 
sequal to total domestic expenditure at market prices, that is C + I 
Table 1 of the Blue Book. With the official definition of GDPm, when 
Xis equal to M as defined above, GDPm is equal to C + I minus import 
duties, because import duties are added to M. It seems evident that 
the official definition undervalues the market-price valuation of gross 
domestic product by the amount of import duties. It does this, we are 
tld, “ because taxes on imports should not have the same effect on the 
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gross domestic product at market prices as taxes on the products of hom 
industry, simply because the latter form part of the gross domestic produc 
while imports do not.” This statement seems to be wrong for two reasoy, 
First, the importance of a tax lies not in its name, but in its incidence. Sing 
the incidence is the same, the treatment of them should be the same 
Secondly, the significance of exports is being ignored. Domestic productigy 
includes exports, but these goods are not available for purchase at home 
As stated above, the significance of exports is that they provide the meay 
for securing imports. We have a choice of retaining exports and adding 
their value, plus any sales taxes to which they are liable, to GDPm, or using 
the exports to pay for imports, and adding the cost of the imports, plus 
duties levied on them and any other “ added value,” to GDPm. This 
answers Mr. Nicholson’s question, “‘ How can a customs tax on tobacq 
form part of the gross domestic product of the United Kingdom?” (By 
it is only a part when that aggregate is measured at market prices.) 

Finally, it may be useful to refer to a further consequence of the official 
treatment of import duties. It is desirable in national economic accounting 
that there should be meaningful relationships between the various aggre. 
gates. When GDPm is defined to include import duties there is sucha 
relationship between it and total domestic expenditure at market price 
(TDEm). TDEm consists of C + I at market prices, as in Table 1 of the 
Blue Book. It has been shown above that when X is equal to M, whenX 
and M are valued as in Table 7 of the Blue Book, TDEm is equal to GDPm 
This means that the market-price valuation of the goods made available for 
purchase in the home country by its own economic activity is equal to the 
total domestic expenditure on those goods at market prices. When X 
exceeds M, GDPm will exceed TDEm by the excess of X over M. The 
excess of X over M (or GDPm over TDEm) is a measure of the home coun- 
try’s saving from trading income. When M exceeds X, TDEm will exceed 
GDPm by the excess of M over X. The excess of M over X (or TDEm over 
GDPm) is a measure of the extent to which the home country is spending 
more than it is currently earning through its trading activities. Whe 
import duties are excluded from GDPm, as in the new official definition, a 
new relationship is set up between TDEm and GDPnm, the meaning of which 
is obscure. Now, with the official definition of GDPm, TDEm is almost 
certain at all times to exceed GDPm because import duties are almost 
certain to be much larger in value than the excess of X over M. 

H. Burton 


University of Exeter. 
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CAPITAL EXPORTS AND GROWTH FOR ARGENTINA, 
1880-1914 


Tus note has been prompted by Mr. J. Knapp’s recent article in this 

JouRNAL 1 and will examine the effects of foreign loans on the Argentine 
xmomy in the years 1880-1914. It will be found that charges of “ excess 
rowing ’’ are partly justified, but that nevertheless capital imports con- 
gibuted in a very definite way towards reshaping this economy and towards 
imulating economic growth. Evidence of real capital transfers will also be 
sovided.” 
' Prior to 1880 the main developments in the Argentine economy had 
xcured in sheep-farming, with wool replacing hides as the main export 
saple: there were, however, developments in grain production, Argentina 
asing to import and beginning to export wheat by 1878. The late 1880s 
awthe strong boom (caused by a heavy concentrated flow of foreign funds) 
vhich brought about the Baring Crisis in 1890. Of this flow of foreign funds 
tween 1885 and 1890 public borrowings comprised 35% (to some con- 
iderable extent public borrowings were employed in paying off service 
arges on previous foreign loans), railways 32% and land mortgage bonds 
4%, and roughly half was raised by new issues in London. After the 
aiis in 1890-91 foreign borrowings remained negligible until 1904, when 
judging from new issues figures in London, which at this time formed 60% 
Argentine foreign borrowings) foreign borrowing revived and expanded, 
wtil 1912. In accordance with the previous pattern, British investors took 
railway and tramway stock, public-utility and governmental issues, whilst 
her interests largely financed the spectacular increase in frozen- and chilled- 
neat shipments in this period. 

Throughout the period the importance of wool production gradually 
declined, first, as railway growth and immigration enabled the fertile 
pmpas to produce grains profitably and thus brought about a steady growth 
acereal exports; secondly, in the twentieth century as resources moved into 
ie more profitable cattle-ranching activities. In gold peso values Argen- 
ine exports had expanded six times between 1881-85 and 1910-14, whilst 
imports expanded five times and foreign-debt service eight times. Exports 
pthead increased 2-3 times, imports per head 1-8 times and debt service 
pthead 3-0 times. The railway system, whose length had risen sevenfold, 
isides linking the pampas to the ports, had also enabled the market for 
domestically produced goods (e.g., wine, tobacco, sugar) to expand. Elec- 
ticity, water supplies, tramways and telephones had all arrived in the major 


‘Economic JouRNAL, September 1957, pp. 432-44. 

* This contrasts with H. Myint’s experience. See “‘ The Gains from International Trade and 
tie Backward Countries,” The Review of Economic Studies, Vol. XXII, No. 2. 

* These estimates are derived from J. H. Williams, Argentine International Trade under Inconvertible 
hier Money 1880-1900 (Harvard, 1920). The London New Issues have been computed by the 
uthor from The Economist ‘* New Issues ”’ sections. 
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towns. Without foreign investment and immigration little, if any, of thjed di 
. would have occurred, for the Argentine wealth-holder was interested opjpicom 
in land and real property—railways were an unknown to him (as late gjinmig 
1913 over 90% of railway capital was held abroad), and it was through thg*iavis 
railway that the whole pattern of production was so markedly movegathis 
towards grain and later towards cattle production. In outline such wagmvivet 
the pattern of Argentine economic development, predominantly externaljyatio t 
financed and oriented towards the world markets—in particular towards ths 
British market. . 

How did the process of development affect the Argentine balance 
payments? Normal Keynesian transfer theory would suggest that in — 
of active foreign borrowing total import values would increase relatively 
to total export values, both on account of direct purchases of investment 
goods abroad from funds thus raised (e.g., locomotives, rails) and becaug 
foreign funds transferred to finance domestic projects would set up mult} ,’ 
plier processes in which increased incomes would induce increased (con- 
sumption) good imports.! Thereafter when foreign borrowing ceased, 
imports would fall relatively to export values beyond the old ratio owing 
to the service charges incurred through increased foreign indebtednes, 
This fall indeed would be initially the more severe if the investment projects 
were slow to mature and expand either the production of exportables or 
of import-competing goods. It is realised that this ratio of imports to 
exports can be affected by other forces, but it is believed that it does afford) 
in the Argentine case an indication of the transfer of real resources in 
response to foreign investment. 

Despite the shortcomings of Argentine trade statistics, it is possible to 
trace out such a changing pattern in Argentina’s international account, 
which becomes more obvious when three-year moving averages of (a) total] co 
import values, (6) consumption imports, (c) investment imports, each ex- 
pressed as a percentage of export values, are compared with a three-year 
moving average of London issues for Argentine governments and enterprise 
in Fig. 1.? 

The ratio (a) lies above 100% for the years 1881 to 1890, when heavy 
foreign borrowing was occurring; once foreign borrowing ceased in 18% 
the ratio falls sharply to 90% or less for the years 1891-97. This figure is} gry, 
high relatively to later years because the foreign-debt service was partially 16% 
suspended in these years so far as government bonds were concerned, whilst} anq . 
falling world prices until 1896 depressed the export trade and profits of ao» 
enterprises, thus reducing the dividend element. From 1898 to 1902 thi} ratio 
ratio falls to 62%, because full service had been resumed on the public debt}, 














1 Furthermore, the quantity of goods available for export might diminish if rising incomeslé} * \ 
to increased domestic purchases of exportables. wp. at, 
2 It is necessary to use this partial indicator of foreign investment to obtain a continuous seis} * 7 
Its coverage is roughly 55%. stima 
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i dividend remittances had increased as foreign-owned enterprises were 
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d onifcoming more profitable: doubtless, too, with more prosperous conditions 


late afin 


nigrants were remitting more to Europe. Thus all these increased 


gh thy‘iavisibles ” fell as an extra claim on foreign-currency proceeds, which arose 
movedatthis time almost entirely from sales of exports. When foreign investment 
sh waived in 1904 and later these borrowings brought about an increase in the 
-rnaldatio to an average of 90% for the years 1907-13. On account of increased 
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e¢ This may be estimated at 0-5 for 1881-85; 1-4 for 1886-90; 0-46 for 1911-14. 
ttimates for 1911-14, and Williams’ for the earlier dates. 


Fic. 1 


service charges (which formed 35% of exports in 1911-14, as compared with 
%% in 1881-83)!, increased remittances and tourist expenditure abroad, 
and a lower ratio of foreign borrowing to export proceeds ? this ratio does 
wt reach the higher levels of 1881-90. Similar movements are apparent for 
ratios (b) and (c). 

It may be concluded that in the periods when foreign borrowing was 


1V. Phelps, The International Economic Position of Argentina (London, 1938), and J. H. Williams, 


Phelps’ 
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active transfers of real resources did take place. Of course, as borrowing 
‘ was not continuous, but concentrated into two periods, it is vain to expect 
a continuous transfer of real resources to Argentina. Once loans ap 
incurred, debt-service charges do represent a transfer of real resources away 
from the borrowing country—a serious matter if output does not rise as q 
result of foreign investment. But if the investment projects have engendered 
sufficient growth (which could not have been achieved by domestic saving 
alone on account of poverty), the economy will be able to finance such pay. 
ments and enjoy a higher standard of living as well. This transfer of real 
resources away is the price paid for the rise in living standards which a cop. 
centrated application of foreign capital rendered possible.* 

It is clear from Table I that in Argentina these capital imports did bring 
about economic growth, and changing patterns of production, and that 
variations in world prices affected export values significantly. Despite the 
increases in volumes exported, falling world prices until 1896 affected 
adversely export values, thereafter rising prices enhanced the rising volumes, 


TABLE I 


(Averages for 5-year periods) 





Frozen Export Import 





Popula- | Railway | Cereal Wool A me a 

| tion, length, | exports, exports, | nese be million 

000. 000 km. | 000 tons. | 000 tons. | "000 tons. | gold $. gold $. 
a) | @ | @ | @ | ® | © (7) 
1885-89 3066 65 389 | im 6 = 92 119 
1890-94 | 3612 12-7 1038 139 | 27 103 98 
1895-99 | 4219 | 150 | I711 | 2il 6 | 131 106 
1900-4 | 4860 17-7 3011 | 178 is | 197 130 
1905-9 5803 22-2 4825 | 170 | 239 335 267 
| 359 


1910-14 7203 Sit =| «Sam | 137 | 376 402 | 





Sources: (1) Tornquist, The Economic Development of the Argentine Republic in the Last 50 Yeas 
(Buenos Aires, 1919), pp. 139, 140; (2) ibid., p. 117; (3) Extracto Estadistico de la Republica Argentina 
correspondiente al ano 19/5 (Buenos Aires, 1916), pp. 67-73; (4) ibid., pp. 67, 68; (5) ibid., p. 38; 
(6) and (7) ibid., p. 3. 

Notes: Cereals = wheat and maize. (5) includes chilled beef. 5 gold pesos ($) = £1. 


In summary, then, in Argentina foreign loans: (1) did increase domestic 
capital formation; (2) did increase output as the projects matured; (3) wert 
transferred in real resources initially; but (4) gave rise to service charges 4 
a continuing claim on (now expanded) real resources; (5) engendered the 
habit of borrowing abroad; (6) were excessive in the sense that government 
found it (too) easy to raise finance in Europe for non-productive venture 
or to pay existing debt service, whilst roguery and corruption were rife in the 
earlier period. The following quotation is illustrative of this latter point 
(6): “ Everything is to go abroad; and this merry-go-round process— simple 

1 Much dispute can arise on the question of whether an excessive price has been paid, # 
whether the distribution of gains between domestic population and foreign investors is “ fair.” 
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gechanism ’ the minister is pleased to call it—is to go on ad infinitum and 
irep us in gold till ‘ the innocents abroad ’ refuse to keep the ‘ simple mechan- 
im’ going, and then for Rabelais’ ‘ bad quarter of an hour’ with a ven- 

_” * 

Nevertheless, it must be emphasised that the problem of railway building 
» tap the fertile pampas was solved (and perhaps could only have been 
gved) by capital exports from Europe rather than by mobilising domestic 
gvings which were scanty—and the savers were not interested in railway 
sks. Lastly, ability to pay service charges after projects have been com- 
seted and output expanded is no evidence that these projects could have 
en financed ab initio from domestic savings. 

A. G. Forp 


University of Leicester. 


NEW MEASURES OF THE GROWTH OF FIRMS: A 
COMMENT 


In the June 1957 issue of the Economic JournAt Professor Florence 
reported ? on an attempt to use the stock-exchange value of the shares and 
debentures of public companies to measure their size. For the larger 
faglish public companies in the industrial and commercial and the brewery 
wetions of the Stock Exchange Year Book this measure was used to compare 
rates of growth between 1936 and 1951 of small and very large companies. 
The results were compared with those obtained using the book gain in net 
tangible assets as the measure of size. By the first measure the smaller 
companies grew at about the same rate on average as the larger companies; 
by the second measure the larger companies grew very definitely more than 
the smaller companies. Professor Florence considers this contradiction to 
te “a logical consequence of the basis of stock-exchange valuations ” 
p. 246) and sums up his argument by stating that: ‘‘ The increase in the 
market value of its stocks and shares can be a very unsatisfactory measure 
fgrowth of a firm. To some extent, indeed, it measures the opposite of 
gowth, namely the degree to which a company divests itself of assets by 
paying out dividends, rather than building up its resources” (p. 247). 

The primary importance of distribution policy undoubtedly holds in 
the short-period determination of ordinary share prices, but even there 
does not extend to the pricing of non-participating preference shares and 
debentures. Ordinary share prices may vary directly with dividend- 
dstribution ratios at any given time. However, when considering changes 

* South American Journal, August 3, 1889, p. 142, its special reporter commenting on Finance 
Minister Varela’s Banking Bills. The ‘‘ simple mechanism” was the process of paying service 
charges on old governmental debt by fresh foreign borrowing. 

* P, Sargant Florence, ‘‘ New Measures of the Growth of Firms,’ Economic Journat, Vol. 


IXVIT (June 1957), pp. 244-8. 
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over a period of fifteen years it becomes necessary to take account of the 
process of growth of firms and of expectations that their growth will cop. 
tinue. Price appreciation over such a period is likely to be associated with 
the proportion of profits not distributed. Short-period pricing on the stogi 
exchange may be in a large part a guessing game, with special importance 
attached to the current rate of dividend, but over longer periods share 
prices probably reflect the value of expected dividends and other benefits, 
partially discounted at present, or expected, rates of interest. Even the 
stock exchange could not for long disregard the unwisdom of a dividend. 
distribution ratio so high that it impaired the efficiency of the firm by 
reducing its share of the market and its credit worthiness. 

In the absence of conversion and voting rights the prices of non-par. 
ticipating preference shares and debentures tend to be dominated by 
considerations of security rather than dividends. An increased distribution 
to ordinary shareholders would, ceteris paribus, reduce security and » 
reduce market price. In so far as rising prices for these types of securities 
are associated with higher dividend distributions, this reflects expectation 
of continuing profits and growth which may bring greater security, or, 
perhaps, preferential rights to further issues of securities. 

If dividend-distribution policies are unlikely to account for the con 
tradiction reported by Professor Florence, some other explanation must be 
sought. The years 1936 and 1951 were considered comparable because each 
showed peaks in share prices rising about 13% over the average of the four 
neighbouring years. This condition may not be a sufficient safeguard. 

(a) Price level is a factor determining change in share prices.’ As 
shares at low prices tend to change more percentagewise than higher. 
priced shares, the distribution of low and high prices as between the small 
and large company groups is important. The extent of subdivision of 
shares and bonus issues would need to be taken into account.® 

(b) The shares of debtor firms show greater appreciation in the market 
during a period of inflation than do the shares of creditor firms.‘ This 
being so, the financial structure of the companies in the two groups would 
need investigation. Significant changes could occur in a period of fifteen 
years. It is also possible that while 1936 and 1951 were peaks about the 
same distance above the average of the four neighbouring years, they may 

1 Cf. Oscar Harkavy, ‘‘ The Relation between Retained Earnings and Common Stock Prices 
for Large, Listed Corporations,”’ Journal of Finance, Vol. VIII (September 1953), pp. 283-97, and 
James E. Walter, ‘‘ Dividend Policies and Common Stock Prices,” Journal of Finance, Vol. Xl 
(March 1956), pp. 29-41. 

2 §. Szatrowski, ‘‘ The Relationship between Price Changes and the Price Level for Commo 
Stocks,” Journal of the American Statistical Association, Vol. 40 (1945), pp. 467-83. 

3 It appears that in England very large companies have revalued more than smaller companis. 
Cf. S. J. Prais, “‘ The Financial Experience of Giant Companies,’ Economic JourNaL, Vol. LXVIl 
(June 1957), p. 254. 


4 R. A. Kessel, “‘ Inflation-caused Wealth Redistribution: A Test of a Hypothesis,” Ameria 
Economic Review, Vol. XLVI (March 1956), pp. 128-41. 
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wt have represented fluctuations of equal amplitude about the trend of 
gare prices. 

Whether these factors could account for the contradiction could be 
sablished only by thorough examination of the share-price distribution and 
send and the financial structure of the companies included in the sample. 

D. M. LAMBERTON 

Merton College, 

Oxford. 


ARROW AND THE “NEW WELFARE” ECONOMICS—A 
RESTATEMENT 


Swce Mr. Davis’ remarks suggest that my paper may have given rise to 
nisapprehensions, it may be worthwhile summarising, in a paragraph, my 
view of the recent history of welfare criteria in order to have Arrow’s con- 
tibution, and my criticisms of it, in proper perspective. 

The principle of compensation: (a) that a change which actually made 
me better off and no one worse off was an improvement in social welfare, 
was supplemented in 1939 by a criterion introduced by Kaldor and Hicks 
yhich marks the inception of the new welfare economies, a criterion based 
m hypothetical compensation; (b) a change which could make some better 
of without making any worse off was to be regarded as an advance in the 
ommunity’s welfare. It was put forward in the spirit of an efficiency 
indicator by whose measure, on the scale of “‘ better ’’ or ‘* worse,”’ we might 
agree to abide. Once Scitovsky had uncovered a mechanical defect in this 
indicator, it was extended, on the suggestion of Samuelson and others, to 
take the form (c), that a situation II was to be regarded as better than I if 
everyone could be made better off in II than in I for every distribution con- 
able in the I situation. A sufficient condition for the fulfilment of this 
qiterion, which eradicated the possibility of any ambiguity, was that the 
situation II contained more of some goods (resources) and no less of any 
good (resource) than existed in the I situation. 

But having got this far, the new welfare economics led to a further 
development. Samuelson summarised the individual welfare possibilities 
latent in a collection of goods, or resources, in a utility possibility frontier—a 
boundary encompassing all the possible combinations of individual welfares. 
Consistent with the spirit of the original Kaldor—Hicks essay, we might now 
tard as an improvement for the community any outward movement of 
the complete utility possibility frontier. Alternatively—and this is very 
much to the point—we might argue that the acceptance of an outward 
movement of the utility frontier as an improvement in social welfare, on the 
gounds that everyone could be made better off, is a tacit acceptance of a 
Patetian-type social-welfare function of unspecified form. And though such 
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a welfare function be widely acceptable, it is, in a sense, arbitrary; of op) 
‘ limited use, not being specified; and only one of an indefinite number of sug 
functions. Thinking along these lines, we might prefer to adopt a meth 
(d), which is to regard the utility frontier as having no welfare implicatiog 
of itself but, instead, embodying the requisite “‘ technical”’ data prior tp 
imposing any chosen social-welfare function—if a satisfactory one could 
constructed—which reflected the ethics of the individuals in the economy, 

Arrow, I take it, was concerned to discover whether or not such a thing 
as a social-welfare function could, in general, be constructed in a “ satis 
factory’ manner given all the conceivable ways in which the individuak 
might rank any given alternative social states. His conclusion, with which 
I agree, was that—granted the “‘ reasonable ’’ conditions such a function had 
to meet—in principle this was not possible, though, I might add, this dog 
not rule out the possibility that in some circumstances the alternatives facing 
society are such that, with the particular individual orderings, a solution 
which meets Arrow’s requirements may be found. 

Where do we stand to-day? As a consequence of ambiguities in the 
original Kaldor—Hicks—Scitovsky tests, (b) has given way to (c). Asa 
result of Arrow’s research, any hope for reaching (d), on his ‘‘ reasonable” 
conditions, has to be abandoned. Some would like to amend one or mor 
of his conditions in the endeavour to construct a social-welfare function 
which works. Others may feel content to hold on to the new welfare 
economics in the form (c). 

What I wished to make plain in my paper was that, although welfare 
economics was indeed vulnerable to various sorts of criticism, nothing that 
Arrow had written need weaken our decision to adopt welfare criterion (¢), 
the contrary impression notwithstanding. For, while I agree that Arrow 
was experimenting with the idea of using the principle of (hypothetical) com- 
pensation for the passage from individual ordering to the social ordering of 
alternatives, to dismiss it on the ground that ‘‘ Scitovsky indifference is not 
transitive ’’ is, first, to suggest that the principle itself is in error and, there- 
fore, does constitute an attack on the new welfare economics, and, secondly, 
to dismiss it for manifestly wrong reasons, since the compensation principk 
in its (c) form goes beyond the Scitovsky criterion. In any case, few would 
endorse Scitovsky’s footnote suggesting that self-contradicting community 
indifference curves might be taken to indicate a state of indifference for the 
community. 

On the other hand, my strictures on Arrow’s Possibility Theorem, as! 
see them now, were perhaps a little severe. What I wished to establish wa 
that its conclusion had no real bearing on the traditional welfare economic. 
This proposition may have been apparent on a close examination. Buté 
cursory impression could easily mislead on a matter which I hold to be i 
portant. Of related significance is the superficial view that the theorem 
demonstrates that if individuals have opposing interests any assumed 
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jsivation of a social-welfare function which meets Arrow’s conditions 
wssarily leads to a contradiction. Though, admittedly, it suffices for 
jrow’s thesis, we should be aware that contradiction is no more than a 

ible outcome. It seems useful to me to point this up, since, despite 
jmow’s resolution, interpersonal comparisons may be seen lurking about 
isconsequence 3 (If x’P,y’ and _y’P,x’, then x’Jy’) and a conclusion may be 
iawn, wrongly, that any welfare economics which chose to proceed on the 
sumption that interpersonal comparisons were possible was fated to perish 
jrough contradictions. 

E. J. MisHAN 

London School of Economics. 





A NOTE ON THE MARGINAL EFFICIENCY OF CAPITAL? 


I 


In his Economics of 7. M. Keynes, Dillard says that the marginal efficiency 
dan income-earning capital asset which has a finite life of n years may be 
dined by the expression: 


a Qi Q» n 
more G79? >. Seog 
where S is the current replacement cost of the asset, Q, is the net return 
apected from the asset in the first year of its life, Q, the net return expected 
inthe second and so on and where r is the marginal efficiency of the asset. 
Hethen adds: ‘‘ There will be some unique value of the marginal efficiency 
dthis particular investment which will bring the two sides of the equation 
into equality.” In so doing he appears to be following Keynes, who 
defines the marginal efficiency as “‘ that rate of discount which would make 
the present value of the series of annuities given by the returns expected 
fom the capital-asset during its life just equal to its supply price,’ * a 
frm of expression which seems to indicate that Keynes also held the view 

that there will be one, and only one, value of r satisfying equation (1).* 

The purpose of this note is two-fold. We shall begin by showing that, 
while it is possible to assert, with Dillard, that there will be some unique 
value of r satisfying equation (1) if the Q’s—the expected returns—are all 


1 We wish to thank Mr. T. G. Collins of the University of Tasmania and Mr. C. S. Soper 
othe University of Cape Town for valuable help in the preparation of this note. 

* See Dudley Dillard, The Economics of 7. M. Keynes (London: Crosby Lockwood 1950), p. 136. 

* See J. M. Keynes, The General Theory of Employment, Interest and Money (London: Macmillan, 
1996), p. 135. (Italics ours.) 

‘ Kurihara appears to hold the same view. See Kenneth K. Kurihara, Introduction to Keynesian 
Dmamics (London: George Allen and Unwin), 1956, p. 51. 
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positive, it is not possible to do so if one or more of them is negative! 
Having shown this, we shall then proceed to consider its consequences fo; 
the Keynesian investment function. 


II 
In this section, then, we shall show that Dillard’s assertion is substantially 
justified if all the Q’s are positive, but not if one or more of them is negative 
Let us begin by rewriting equation (1) as 


Qip + Q .p* + * . 4 . ° + Q,p" > S =.Q. . (2) 
where p = ae and let us proceed to find out how many positive root 


this nth degree polynomial in p will have provided that all the Q’s ar 
positive. 

The left-hand side of (2) is a function of p (call it F) whose derivative 
is given by 


dF 
Ba++... tt 2. 


If all the Q’s are positive this expression is clearly positive for all positive 
values of p, which means that F is a monotonic increasing function in the 


FA 





| 
<-n"> 





Fic. 1 


range p > 0. In graphical terms the curve of F in the range p > 0 must 
be as indicated in Fig. 1; the curve must rise continuously from a point 
below the p axis.2, This means that the curve will cut the p axis only once 


1 It makes perfectly good economic sense to admit this possibility. In an underemployment 
situation there will, presumably, be many assets which are characterised by negative Q’s; and 
even in a full-employment situation there will, almost certainly, be some. Take a house, for 
example. Even in the best of times, the prospective investor in a house may well expect a negative 
return in each of the years in which it will have to be painted. Or consider an asset needed for 
the purpose of establishing a new business which will have to face strong competition from existing 
businesses. The prospective investor in such an asset may well expect a negative return from the 
asset in the early years of its life even if the general economic situation is highly favourable. 

* Equation (2) indicates that F = —S when p= 0. This is a negative quantity, since S mu 
be regarded as positive. Hence the curve of F must start from below the p axis. 
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inthe range p > 0; or, in other words, that F wiil equal 0 only once in the 
range > 0. Thus, if all the Q’s are positive, equation (2) will have one, 
and only one, positive root. 

From this it follows that, if all the Q’s are positive, there will be one and 
only one value of r in the range, —1 to +, which satisfies equation (1). 
This means, in turn, that there cannot be more than one positive value of 
satisfying equation (1), although there may be none at all. 

Thus, if we read Dillard’s statement as, ‘‘ There will be no more than one 
positive value of the marginal efficiency of this particular investment which 
will bring the two sides of the equation into equality ’’ (as we are probably 
meant to do), we can regard it as a justifiable assertion provided that every 
item in the series of expected returns is positive.? 

If, however, one or more of the Q’s is negative we can no longer assert 
tat is positive for all positive ~, which means that we cannot assert that 
Fis monotonic increasing. This means, in turn, that we cannot assert that 
the curve of F will cut the p axis only once in the range p > O—that is, we 
cannot assert that there will be only one positive root of (2). There may 
be more than one, in which case there may be more than one positive value 
of r which satisfies equation (1), and Dillard’s assertion can no longer be 
justified. 

It may help some readers to see this possibility of more than one positive 
value of r realised in terms of some actual figures. Suppose that the 
capital-asset in question has a life of five years, that, at some given rate of 
investment in the asset, Q, is+£15, Q, is —£25, Q, and Q, are zero, Q, 
is +£30 and Sis £2-2. In this case a value of r of 1-2 will satisfy equation 
(1), and so will a value of r of 0-76. 

Let us check this. With r = !-2 the right-hand side of equation (1) 
will be: 

15 25 30 

9-9 — (2.92 T Bays 
= 6-818181 — 5-165289 + 0-582113 
= 2:2 
= S$ = left-hand side 


With r = 0-76 the right-hand side of equation (1) will be: 





[a ree, & 
1-76 (1-76)2 ' (1-76)5 
= 8-522727 — 8-070764 + 1-776472 


= 2-2 
S = left-hand side. 


' If we cannot rewrite the assertion in this way we cannot accept it even for the case where all 
the Q’s are positive. 
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III 


It remains to consider the consequences of the conclusions reached jp 

the preceding section for the Keynesian investment function, which is 
I =f(2) 
where J is aggregate Investment Expenditure and : the rate of interest, 

It will be recalled that this function is built on two conclusions; (| 
that, for each asset, marginal efficiency is inversely related to the level o 
investment, and (2) that investment in each asset will be carried to the 
point where its marginal efficiency is equal to the rate of interest. From 
these two conclusions a further conclusion is drawn—namely that, once the 
rate of interest is given, the level of investment in each asset, and consequently 
the level of aggregate Investment Expenditure, is determined. In othe 
words, it is concluded that the level of aggregate Investment Expenditure is 
a unique function of the rate of interest. 

If, however, we admit the possibility that the discounting equation 
associated with some particular asset contain one or more negative Q’s we 
can no longer argue in this way. For, in this case, as we have shown, there 
may be more than one marginal efficiency corresponding to a given rate of 
investment in the asset and so more than one rate of investment which will 
equate marginal efficiency and the rate of interest. In this event, we could 
not fix the level of investment in the asset, at a given rate of interest, by 
reference to conclusion (2) above; and this would mean, in turn, that we 
could not fix the level of Aggregate Investment at that rate of interest. 

The importance of this conclusion obviously depends on how prevalent 
negative Q’s are; it is of considerable importance if negative Q’s are at all 
common and can be largely ignored if, as may well be the case, they are 
something of a rarity. 

J. D. Prrcrorp 
The New South Wales University of Technology. 
A. J. HaccEr 
The University of Tasmania. 


THE REAL WICKSELL EFFECT 


THE puzzle which goes under the name of the Wicksell effect } concer 
the evolution of an economy which is undertaking deepening investment, 
increasing the ratio of capital to labour and capital to output, going down 
the production function, raising the degree of mechanisation of technique, 
lengthening the period of production or whatever you like to call it. As this 


1 See, for example, T. W. Swan, ‘‘ Economic Growth and Capital Accumulation,” The Econom: 
Recorc’, November 1956, and I. M. D. Little, ‘‘ Classical Growth,” Oxford Economic Papers, June 195). 
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process goes on, the real wage of labour rises and the rate of profit on capital 
falls. The puzzle concerns the effect of these changes on the value of an 
item of capital equipment. 


The setting of the question is in the highest degree academic. We are 


asked to contemplate an economy in which accumulation is going on, with a 
falling rate of profit, subject to all the rules of long-period equilibrium, in- 
cluding the proviso that the technique of production is that which maximises 
profits. No adverse effect of the expectation of falling profits, and no short- 
period perturbations, are allowed into the argument. Since we are con- 
cerned with a traditional puzzle, we must set up the question in its traditional 
form. 


To get the problem into simple terms we make the following assumptions: 


(1) The whole economy divides into two sectors, producing con- 
sumption goods, which we shall call cloth, and investment goods, which 
we shall call looms. The workers in the first section we shall call 
weavers and in the second, engineers. 

(2) One weaver operates one loom. There are three types of 
looms, Alpha, Beta and Gamma, representing techniques of descending 
degrees of mechanisation. A loom appropriate to a lower degree of 
mechanisation is produced by a smaller amount of engineering labour 
and yields a lower output of cloth than that for a higher degree. The 
engineers supply themselves with whatever tools they require, in their 
spare time, so that no investment in the investment sector comes into 
the story. The gestation period of each type of loom is very short. 
The gestation period of cloth is very short, so that a loom begins to yield 
output as soon as it is produced. The looms are highly durable and 
can be operated at full efficiency for an indefinite period. 

(3) Let Ca, Cb and Cg be the rates of cloth output per man per week 
with the respective types of loom and Ka, Kb and Kg the amounts of 
engineering labour required to produce one of each type. 

The weekly cloth wage per man Wb (uniform for all workers) is 
equal to Cg and the cloth wage Wa is equal to Cb. That is to say that 
when the Beta wage rate rules, Gamma technique only just covers its 
costs and yields no profit; when the Alpha wage rate rules, Beta tech- 
nique yields no profit. (The violence of these assumptions is made 
for simplicity. Cases of greater elaboration can easily be devised). 

(4) The labour force is constant. Workers are versatile, and any 
individual can work in either sector equally well. 

(5) All wages are currently spent on cloth. 


We have to contemplate accumulation going on under conditions of 


equilibrium. We shall proceed by postulating that a particular course of 
history is laid down in terms of real investment, and that everything else 
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adapts to it in such a way as to preserve equilibrium (say, through th 
operation of appropriate monetary and fiscal policy). 

The history that we first specify is that the division of the labour forg 
between weavers (Zc) and engineers (Zi) remains constant, and that all 
workers are always fully employed. ‘This means that a constant rate of 
investment in terms of labour time is being carried out throughout the story, 

When our story begins the weavers are equipped with a mixture of Bet, 
and Gamma looms, the cloth wage-rate is Wb and investment in Beta loons 
is taking place. As each new Beta loom is delivered a weaver has to by 
taken off a Gamma loom, which is then scrapped. 

During this phase the cloth wage-rate remains constant and the total of 
current profits is gradually rising as looms yielding Ch — Wb replace thos 
yielding nil (Cg — Wb). Theconsumption of cloth by capitalists, to fulfil the 
postulated conditions, must therefore be increasing. Since the rate of ip. 
vestment, Wb5Li, is constant while income is increasing, there is a gradual 
decline in thriftiness going on. 

Now a moment comes when the last Gamma loom has disappeared. 
All weavers are equipped with Beta looms. For investment to continue, 
Alpha looms must begin to be built. To fulfil our specified conditions the 
consumption of capitalists must fall and the cloth wage-rate rise to Wa,» 
as to make Beta looms unprofitable and release labour for use on Alpha 
looms. The next phase then proceeds exactly like the last one, with thrifti- 
ness gradually falling from the level to which it suddenly jumped. Since 
the given number of engineers now turn out fewer looms, the process of 
transition from Beta to Alpha techniques takes longer to complete than did 
the transition from Gamma to Beta. 

We can equally well specify a different history. The proportion of 
current profits saved is constant, and investment adapts to it in such a way 
as to preserve full employment. Beginning again at the same point, the 
gradual rise in current profits as Beta looms replace Gamma leads to an 
increase in investment (to absorb increased saving). Workers are trans- 
ferred from weaving to engineering and the whole process accelerates as it 
goes on. The number of weavers reaches a minimum, all supplied with 
Beta looms. Current profits are now at a maximum. Beta looms continue 
to be produced, but to man the new batch some workers have to be trans 
ferred back from engineering to weaving. As the rate of investment falls in 
consequence, profits fall and the ratio of cloth output to total income rises— 
the real wage-rate must rise to absorb the output of cloth. 

The rise in wages goes on gradually (instead of suddenly as in the fint 
story) until it reaches Wa. 

At that level Alpha looms can be manned, investment begins to in- 
crease again and the wage-rate is stablised at Wa. The whole proces 
begins again with Alpha looms replacing Beta and investment accelerating 
from the low level to which it fell during the transition. 
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Many variations on these stories can be devised. The only essential is 
to get round the corner from Gamma to Alpha without violating the con- 
dition of full employment. 

Now consider the situation of an individual capitalist who owns n Beta 
looms when the story begins. They cost him n(WbX¢b) in terms of cloth and 
his current profit is n(Cb — Wb). If he consumed the whole of this he might 
on a superficial view be considered as doing zero saving, but in reality he 
would be consuming his capital. He would be behaving as though his 
current profit was expected to be permanent, whereas in fact his Beta looms 
will one day be scrapped (rendered obsolete by Alpha looms). To preserve 
his original capital (valued in terms of cloth) he must amortise it over the 
service life of the Beta looms. But when he comes to reinvest the original 
sum in Alpha looms, each costing Waka, he finds that it cannot buy the 
equivalent of n Beta looms, for this would require an expenditure of 
1(kb. Wa), and he has provided himself with an amortisation fund of only 
(Kb.Wb). This is the Wicksell effect in real terms. It is the rise in the 
reproduction cost of a Beta loom above its historic cost due to the rise in the 
real wage-rate. 

We rigged the initial assumptions so that there was no allowance for 
interest in the cost of looms. Let us now suppose that each type has a 
rather long gestation period. The appropriate interest rate to take into 
account is the current rate of profit (Cb — Wb/WbKb during the Gamma-— 
Beta phase of investment and Ca — Wa/WaKa during the Beta—Alpha phase), 
for this represents the loss of profit due to having to wait for an investment 
to begin to earn. Now, at the moment of transition of the wage-rate from 
Wb to Wa in the first story, or gradually over the transition period in the 
second, this cost of waiting falls. The cost of a new Alpha loom then exceeds 
the original cost of an old Beta loom in a smaller ratio than KaWa/KbWb 
because the cost of waiting over the gestation period (which we assume to 
be more or less the same in magnitude and pattern for both) is compounded 
at a lower rate of interest on the outlay of KaWa than on that of KbWb. 

It might happen then that the effect of a lower interest rate was so strong 
that the notional reproduction cost of Beta looms was less than their actual 
historic cost. If so, what appears to the individual capitalist as merely 
amortisation of the historic cost of looms is contributing to net saving for the 
economy. 

This is sometimes called a ‘‘ reverse Wicksell effect,’’ but if we are think- 
ing in real terms there seems no point in boiling up the cloth wages of 
engineers with the interest-cost of waiting in a single sum. 

So far everything is quite above board. There is no mysterious revalua- 
tion of capital goods on account of a change in the interest rates. Indeed, 
there is no need to value the looms at all, and since the value of those in 
existence at any moment depends upon beliefs about their future, it is not at 
all obvious how we should set about doing it if we did. 
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The value of capital goods has a definite meaning only if future profit 
are believed to be known for certain, and a simple meaning only if th 
future rate of profit is expected to be constant. (A level of profits which js 
expected to alter in the future is not a single rate in the present, but a com. 
plex of rates applying to different lengths of future time.) 

To discuss the value of capital goods we may set up the following case, 
We now assume that looms have a definite physical life at full efficiency 
(the one-hoss-shay assumption) and that we are examining an economy in 
static equilibrium. <A stock of Beta looms is in use, of balanced age com. 
position, and there is a flow of output of new looms just sufficient to maintain 
the stock in being. The wage-rate is Wb, and the surplus output of cloth 
(Cb — Wb) Lc is being consumed by capitalists. It is possible on this basis to 
work out the rate of profit and the value of the stock of looms (with the 
assistance of Professors Kahn and Champernowne). 

This case can be compared with others in which Gamma or Alpha 
techniques are in use, or with cases in which Gamma and Beta looms co-exist 
and in which Beta and Alpha looms co-exist. We can work out the rate of 
profit and the value of capital in each case and compare them. We can 
analyse the difference in cost of capital, and allocate it between the difference 
in the degree of mechanisation, the difference in the wage-rate and the 
difference in the rate of profit. This, again, is somewhat artificial, but its 
all above board. 

It is quite another matter to consider the effects of a change in the rate 
of profit. Let us imagine, in the situation where a balanced stock of Beta 
looms has been maintained for some time, that suddenly one day the 
capitalists grow more thrifty. The cloth wage-rate rises to Wa and the 
current rate of profit falls. Equilibrium is ruptured and all is in turmoil 
Investment in Alpha looms has suddenly become profitable. There isa 
new static equilibrium position which can be reached after a period of 
positive investment has been worked through, and in that position there is 
a lower rate of profit. 

If we begin already the day after wages rose to reckon the value of 
capital on the basis of a rate of interest equal to the Alpha rate of profit, 
then we certainly have to revalue capital goods. The value of existing Beta 
looms is raised (unless the effect of reduced cost of waiting is sufficient to 
offset the rise in the wages bill). An entrepreneur who has new Beta looms 
experiences a capital gain. One whose Beta looms were near the end of 
their life finds himself without a sufficient amortisation fund to replace 
them. We could work out the value of the total existing stock of looms at 
the new rate of profit. But there seems to be an inherent contradiction in 
discussing an out-of-equilibrium situation in terms appropriate to a static 
state. Moreover there is a good deal of haziness about the meaning both of 
the rate of profit and of the value of capital when the future rate of profits 
no longer expected to be constant. 
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The difference between this financial pseudo-Wicksell effect and the real 
Wicksell effect is that in the first the initiating cause is a change in prices 
and the phenomenon to be discussed concerns book-keeping while in the 
scond the initiating cause is an increase in productive capacity and the 
phenomenon to be discussed concerns output, consumption and the distribu- 
tion of income. 

Certainly, the question is only a class-room exercise. We do not expect 
a process of accumulation with a falling rate of profit, in real life, to be 
carried out with continuous full employment in equilibrium conditions. 
But that is the question that was asked. 

Joan RoBINson 

Cambridge. 


RENT AND THE AGRICULTURAL PRICE REVIEW 


Since the first year of the War, the receipts of British agriculture have 
been largely determined by Government policy, which operated at first 
through State purchase of the principal products at fixed prices; and since 
about 1950, through State guarantees of minimum prices plus production 
grants. Over this whole period of fairly steady inflation, increases in costs 
have been offset partly by higher output per unit of input, partly by higher 
prices and partly by higher grants. By 1949 the net aggregate income 
was about five times the pre-war level, whether measured by the Central 
Statistical Office to include interest paid by farmers and depreciation on 
their equipment, or measured by the Departments of Agriculture to exclude 
these items. At that time, therefore, farmers were well ahead in the infla- 
tionary race; but in the last eight years, their advantage has been whittled 
down by increases in other incomes while farming incomes have been 
oscillating round £400 million (C.S.O.) or £310 million (M.A.F.F.). 


Tasie I 
Personal Income Before Tax 











£ million 
| 1938. | 1955. | 1956. 
Income from employment A | 3,022 11,221 12,222 
Farming income * - | 69 | 394 406 
Other income | 1,981 4,192 | 4,422 
Total . k | 5,072 | 15,807 | 17,050 





* Including depreciation and interest on loans. 
Source: National Income and Expenditure, 1957. 


The latest agreement between the Government and the National Farmers’ 
Unions does not necessarily alter this trend; in the White Paper on Long- 
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Term Assurances for Agriculture (Cmnd. 23), the Government only under. 
took not to reduce in any one year by more than 2}% the aggregate of the 
guarantees, allowing for any ascertained changes in costs. Inflation els. 
where therefore might be accompanied either by a rising or by a slowly 
falling agricultural income, though the greater part of cost increases would be 
offset by higher prices or grants. 

Among the costs listed in the summary table given in the annual White 
Paper, there appears the item “ Rent and Interest.” To anyone brought 
up in the Marshallian tradition, to include rent among costs is flagrant 
heresy; its conjunction with interest in a single total aggravates the offence, 
For if, at any agreed level of aggregate net incomes, farm rents are rising, 
then the aggregate of costs will rise; an increase in guarantees to offset the 
higher costs and to restore the net income will perpetuate the cycle. Fifty 
years ago, any attempt by the State to raise farmers’ income above the level 
determined by the play of market forces would have been countered by the 
claim that all the increase would eventually accrue only to the owners of the 
land; but no such argument has been heard in the current situation. 











Taste II 
United Kingdom Farm Receipts and Expenses 
£ million 
Years June to May. 1937/38. | 1948/49. | 1955/66. | 1956/57 
Expenses : | | 
Rent and interest . ‘ ; 43 52 a 82 
Other . ; : -| 206 | 223 | 1,019% 1,090} 
Wet os a | oe | 1,0984 1,1724 
Receipts : 
Rs. ad eae ty 308 | 865 | 1,4234 1,489} 
WOR Gc oe wl at, Sot | 325 317 








Sources: Manchester Guardian Review, 1952; Cmd. 8556, 9721; Cmnd. 109. 


Indeed, in the circumstances of the post-war years this peculiar method 
of accounting was not so economically foolish, for the State. The operations 
first of war-time controls and then of the tenure provisions of the Agriculture 
Act, 1947, kept agricultural rents from rising with the rise in farm incomes; 
for the arbitrators who have adjudged rents between landowners and sitting 
tenants seem to have based their awards mainly on the average of existing 
rents, and not on the rent which an incoming tenant would offer for a new 
lease.1_ Hence during the 1940s, rents were low in relation both to farm 
income and to maintenance costs, both of which had risen sharply during the 
War; the average net income accruing to owners of tenanted farms can 
have been only a few shillings per acre for most of the post-war decade.’ 


1 Agricultural Register, 1956/57, p. 190. 2 Central Landowners’ Association. 
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The official mechanism controlling the landlord-tenant contract has thus 
prolonged the squeeze on landlords’ incomes produced by the inflation of 
building costs. But rents are now rising, noticeably on the few new leases 
and less slowly than before on old leases; the aggregate figure for rent and 
interest has increased by £3 million in each of the last two years. The 
Government has announced its intention to modify Parts II and III of the 
Agriculture Act, 1947, so as to remove from the landlords some of the shackles 
which limit their bargaining power in negotiation with their tenants, so it is 
possible that the automatic escalator of farm costs embodied in the present 
mechanism may increase in speed. In these circumstances, what reforms 
or adjustments are desirable? 

1. If the aggregate farm income continues to be held to about £300 
million, while other incomes go on rising, the situation may cure itself; 
the level of farm income may fall so far behind earnings in other professions 
that fewer people wish to farm, and the level of rents may become stabilised 
at some level rather higher than that ruling at present. But this develop- 
ment can hardly be regarded as a desirable reform. 

2. The officials may have in mind some ideal standard of average rent. 
When this has been attained, the review procedure will be reformed so as to 
demolish the escalator. This could be achieved by taking rents out of costs 
and adding the final sum to the aggregate net income of farmers. Agri- 
cultural policy would then concentrate on the size of the combined income 
of farmers and landowners, ignoring the division of the sum between the 
two partners. 

3. The statistics about rent might be disregarded, both because they 
are unreliable in themselves and because owner-occupation is now probably 
the norm in British agriculture and no longer the exception. 

The Agricultural Departments offer to the public eye only the combined 
figure for rent and interest calculated for the harvest year from June to May, 
and published annually for the annual price review. But the Central 
Statistical Office publishes, for calendar years, estimates of aggregate farm 
income plus interest plus depreciation of farming capital which is also given 
separately in another table.! By suitable adjustments, we can thus deduce 
that for the harvest year 1955/56, aggregate farm income plus interest 
amounted to £338 million, and aggregate interest paid therefore amounted 
to£13 million. The aggregate of rent therefore becomes £79-£13 millions, 
or £66 million in this year. Further the C.S.O. has committed itself to 
the opinion that in 1954, net rents (gross rents less maintenance costs) 
amounted to only £16 million, giving about £50 million for such costs. 
If we ignore the area of rough grazings, these figures allow a gross rent of 
about £2 per acre on the 31 million acres of crops and grass in the United 
Kingdom, and a net rent of about 10s., after deducting costs of repair and 
upkeep. And these average figures do roughly tally with the small amount 
1 National Income and Expenditure, 1957, pp. 2, 66, 71. 
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of other evidence available, such as that collected in the Farm Manage. 
ment Survey and by the Central Landowners’ Assocation. 

But the statistical basis of these estimates is highly speculative, in viey 
of the trend towards owner-occupation. The Agricultural Department 
take, as the start of their calculations on rent, the 1936 rating valuations 
they obtain from their local sleuths estimates of current changes in rents pe 
acre on tenanted farms, which they then average to cover the total area of 
agricultural land, whether owned or rented. The farms included in the 
Farm Management Survey are selected because of their farming systems 
and totally without reference to their tenure; owners are asked to give the 
estimated rental value, which again is presumably the value of 1936 adjusted 
upwards by as many unknown quantities as there are owner-occupien 
filling in the forms. Now before the War more than half the agricu!tural 
land in this country was held on some kind of lease, and rents were negotiated 
fairly freely in a reasonably active market. It is common knowledge that 
the proportion of tenanted farms to the total has fallen markedly in the pos. 
war period and is still falling. Until there is another census of ownership 
and rents, we do not know just how misleading this basis may have become, 
but it is clearly not statistically respectable. And if more than half the land 
in this country is now owned by its occupiers, as seems likely, rental values 
might become quite misleading. If, for instance, there were only 1,00) 
tenanted farms in the country, a small levy on the others would enable 
these tenants to pay their fortunate landowners, say, £10 per acre. This 
would then become the standard assumed for owner-occupiers; on the 3] 
million acres in cultivation and grass the assumed rent would then aggregate 
£310 million, which would be added, on the one hand, to the costs of the 
impoverished farmers which the Government was bound to recoup, and 
on the other, to the incomes of the owner-occupiers. 

I suggest that it would not only be more orthodox in theory but also 
more sensible in practice to omit rent altogether from the statistics of the 
agricultural price review. Instead two items are required, one to be added 
to costs and the other to aggregate farm income. In a community con 
sisting mainly of owner-occupiers, the division between costs of operation 
and costs of maintenance has become unreal. If the owner-occupier was 
taken as the norm, there could be included both in these national aggregates 
and in the Farm Management Survey all the costs of repairs and upkeep of 
buildings. The very large rise in these costs in the last twenty years has 
been obscured by their inclusion in gross rents, and owner-occupiers have 
been underpaid on this account. Similar costs incurred by estates could 
perhaps be provided for an adequate sample of tenanted farms through 
the Central Landowners’ Association and the Cambridge Department of 
Estate Management. 

There would remain an item which we might call “ capital charges,” 
representing the interest earned by the owner of the land and its fixed 
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equipment, some of which will be paid away in the form of interest on 
mortgages. Here we have, of course, the pure rent of economic theory, and 
here we are up against a double difficulty. In this country the non- 
monetary returns from the ownership of agricultural land, with or without 
ocupation, have been sufficiently valued to keep the monetary return low. 
The industrial and urban majority can hardly allow on land the market 
rate of interest, when the supply of landowners is perfectly adequate at a 
much lower return, of 1 or 2%. And secondly, we cannot entirely evade 
the vicious circle whereby capital values depend on the income earned, 
which must in some way be related to capital values. But I think we could 
substantially reduce the amount of vice if we linked the income to be earned 
with the sale value of agricultural land, taking a stability of values as the 
general aim. As Sturmey * and Ward ? have shown, the sale value of agri- 
cultural land is determined by a wide range of factors—the value of house 
property, the possibility of capital appreciation, the favourable treatment 
of land for death duties, the availability of mortgages, the recent and ex- 
pected rate of interest. The level of agricultural prosperity, as measured by 
farming income, is only one factor among many, though possibly still the 
most important. It is noteworthy that the sale value of agricultural land 
has been fairly stable, or slightly falling, since 1951, since, in fact, the aggre- 
gate net farm income was stabilised, while rents have continued to rise.* 
Ifan item of “‘ capital charges ” was added to the net farming income at its 
present level of £16 million we should then get an item of some £340 
million accruing to farmers as occupiers and owners; any transfers by them 
of part of this income to others by way of rent or interest on mortgages 
would not affect the total sum. The annual statistics for the price review 
would then be revised as follows: 











Tasce III 
Revised Review Statistics, 1955/56 
; £ 
Farm Expenses : Farm Receipts . ; ‘ - 1,4235 
Interest. ‘ ; . , 13 
Maintenance Costs’. . ‘ 50 
Other . : . 1,0194 
eee 
Net Income : 
ee i, ee oy 
Capital Charges . i ‘ : 16 
Total ; . ‘ . oe 





1 §. G. Sturmey, ‘‘ Sale Value of Farm Land and the Long Term Rate of Interest, England and 
Wales, 1918 to 1950,”” Farm Economist, VIII, 1. 

* J. T. Ward, ‘‘ Rate of Yield on Investment in Tenanted Farms, England and Wales, 1937-9 
to 1951,” Farm Economist, VIII, 7. 

* P. D. Martin, “‘ Sale Value of Agricultural Land,” Farm Economist, VIII, 6. 
No. 271.—vVOL. LXvIt. 
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Some such system has been adopted in New Zealand for assessing the 
standard price of butter fat, which is related to average costs collected from 
a sample of farms on the assumption of occupying ownership.* 

EpirH H. WHetuHay 
School of Agriculture, 
Cambridge. 





OFFICIAL PAPER 
THE COHEN COUNCIL ON INFLATION 


Tuis note is intended as a review of the central issues raised by the 
First Report of the Council on Prices, Productivity and Incomes.? The 
idea of such a council may be said to have originated in the proposal made 
in May last year by the Court of Inquiry into the engineering dispute, that 
* an authoritative and impartial body ” should be appointed to give guid. 
ance on the wage problem.’ The grounds for and nature of the Court’ 
proposals were set out as follows: 


‘“‘ The wages problem in recent years has become an integral par 
of an inflationary situation which confronts the whole economy. Em 
ployers see in the recurring annual demands for wage increases a form 
of pressure which raises their production costs and which is so general 
that it cannot be associated with the economic condition of a particular 
industry. Unions, on the other hand, feel impelled to press for higher 
wages to compensate for the upward movement in retail prices and to 
provide in advance some protection against the further rise in retail 
prices which is anticipated. Both sides of industry are anxious that the 
inflationary process should be terminated but are unable to agree upon 
the appropriate measures to attain that end. In each industry itis 
perhaps inevitable that each party should take a sectional view of it 
own interest though on both sides of industry as a whole there are to 
be found spokesmen who have a consciousness of the larger issues which 
are involved and who have a genuine desire to meet them ”’ (para. 54). 

“* The appropriate body to conduct the authoritative and impartial 
examination of the wider problems of wages policy in an inflationary 
setting should be a small body with which the Treasury would bk 
associated and should be composed of persons whose knowledge and 
experience of these wider problems were firmly established. We 
think it important, too, that the British Employers’ Confederation, the 
T.U.C., and the nationalized industries should be associated with 
it. . . . It is our hope that a body of the kind which we have in mind 
would command the respect of Employers and Unions alike and that 


1 Annual Reports of the New Zealand Dairy Board. 

2 First Report of the Council on Prices, Productivity and Incomes (H.M.S.O., February 1958). 

3 Report of a Court of Inquiry into a Dispute between employers who are members of the Engineering ad 
Allied Employers’ National “ederation and workmen who are members of the Trade Unions affiliated to th 
Confederation of Shipbuildinz and Engineering Unions, Cmnd. 159, presented to Parliament May 19. 








1958] 


for it 
repre 
pend 
in its 








me 
the 


i. 











1958] THE COHEN COUNCIL ON INFLATION 611 


it would do something to weaken the sectional approach to wage 
problems which now generally prevails” (para. 60). 


The Government pursued this suggestion but failed to secure the support 
for it of the two sides of industry. What emerged therefore was not a 
representative body but the present Council consisting only of three inde- 
pendent members.! The role it was expected to play was not clearly defined 
inits terms of reference: 


** Having regard to the desirability of full employment and increas- 
ing standards of life based on expanding production and reasonable 
stability of prices, to keep under review changes in prices, productivity 
and the level of incomes (including wages, salaries and profits) and to 
report thereon from time to time ” (First Report, para. 1). 


The publication of its First Report does nothing to settle those questions 
about the Council’s function which were left unsettled at the time of its 
appointment. It can, for instance, be argued that the publication of the 
Council’s First Report and the discussion to which it gave rise, has helped 
to consolidate public awareness of the danger of excessive wage increases; 
and that this together with the use by the Government of its own influence 
has already helped to slow down the pace of wage inflation. 

If this were true it would be paradoxical, for the Council itself can 
hardly have intended to play this role. From its Report it is clear that it 
regards the appropriate remedy for inflation to be the restraint of demand 
—not the kind of restraint which is induced by public exhortation or per- 
sasion. Only the Government can restrain demand; so that on this view 
of things the proper quarter to which the Council should address its advice 
can only be the Government itself. But in this case, is there any need for 
an independent, semi-official, advisory body? Detached bodies set up to 
give the Government economic advice have not worked well in the past,? and 
the Council would not appear to have been constituted with this function 
in mind. 

What view one takes of these matters, and most matters discussed by the 
Cohen Report, must depend in large part on the view one takes about the 
nature of inflation. ‘The major questions raised by the Report are therefore 
the old questions: Why do prices rise? and How should the rise be stopped? 
Itseems best to confine the present review entirely to these general issues. 
The Cohen Report was expressly intended for a non-technical audience,* 
and could therefore hardly do justice to the complexity and difficulty of the 
questions at issue. ‘Though economists in this country hold widely different 
opinions on these questions, there has so far been little attempt at direct 

' The Council was appointed in August 1957: the members being Lord Cohen (chairman), 
Sir Harold Howitt and Sir Denis Robertson. 

See, for instance, Sir Edward (now Lord) Bridges’ Stamp Memorial Lecture on Treasury 


Control (London: Athlone Press, 1950), pp. 13-14. 
* Cohen Report, para. 3. 
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controversion, nor to state views in a form which invited controversiop, 
‘** But if we are to make any progress at all, we must go on exchanging 
opinions and seeking to set forth . . . the ultimate reasons for our ow, 
attitudes . . . in the hope that in this way we may eventually come tp 
greater agreement. .. .”} 

It may be worth repeating that the question at issuc is essentially practi. 
cal, namely, whether the only major step we have to take to stop prices 
rising (or to keep the rate of rise within the limits we agree to regard as 
tolerable) is to reduce the level of demand. As is already well known, the 
Council tend to emphasise the role of demand in the generation of price 
inflation: arguments I have put forward elsewhere give less importance to 
the role of demand.?_ But the purpose of the present review is not to rebut 
the general conclusions of the Cohen Report. Its aim is rather to controvert 
or discuss the constituent elements or arguments underlying its general 
conclusions; and by sorting out the issues and relating them to empirical 
data to help scientific discussion. 

Concentration on these issues involves neglecting various other matters 
discussed in the Report; in particular, more political matters, such as rent 
control or Mr. Thorneycroft’s September measures; and also the several 
interesting but subsidiary issues, such as the question whether the pound 
is undervalued, which are dealt with in the Appendices to the Report. It 
also seems best not to discuss the Council’s emphasis on stopping and even 
reversing, rather than merely moderating, the rise in prices. In my view 
an absolute emphasis on price stability as an aim is logically inconsistent with 
a belief in demand as the controlling factor in the rate of price inflation! 
But this, too, is plainly a question subsidiary to the main issues. 


I. Posstste THEORIES OF PRICE INFLATION 


In order to define the standpoint of the Cohen Report it seems best to 
start by distinguishing various possible theoretical positions, of which there 
are several intermediate between the extremes of pure demand and pure cas! 
inflation. Having indicated the spectrum of possibilities, it is easier to 
** place ”’ the point of view of the Cohen Report. One reason for approach- 
ing the matter in this way is that attitudes to inflation are coloured by very 


1 L. CG. Robbins “‘ Thoughts on the Crisis,” Lloyds Bank Review, April 1958, p. 2. 

2 In particular, in ‘‘ Analysis of the Generation of Price Inflation,” Oxford Economic Papen, 
October 1956. 

3 To a “demand inflationist,” inflation is never out of control, it is merely uncontrolled: 
if the Government so decides, a slow inflation may continue indefinitely without danger; and 
this might be thought worthwhile. If, however, one believes that trade unions can get higher money 
wages by asking for them, this implies that there is no radical resistance in the economy to the 
occurrence of inflation: the barrier is merely custom and inertia. It seems to me therefore that 
those who ascribe rising prices mainly to cost pressures should be more fearful of the dangers d 
prolonged inflation, and more anxious to arrest it, than those who attribute rising prices mainly 
to the pressure of demand. 
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eral, more or less implicit, assumptions about how the economy works; 
andin particular about the degree to which it is sensitive to “‘ market forces.”’ 
It is difficult to bring such general preconceptions to the test of evidence, 
yithout first making them explicit. 

There seem to be at least four ways in which the influence of demand 
might be thought to operate. It makes a difference whether the first 
impact of an increase in demand is supposed to be upon prices, or upon 
wages; and in either case the reaction may be supposed to be rather rapid 
and free, or alternatively, more slow working. Having described these 
possibilities, we can consider the possible interaction of demand and cost 
influences.! 


(a) First Impact on Prices, Prices being Flexible 


The traditional emphasis in economic theory is to regard the economy 
as a self-equilibrating mechanism, in which relative prices are sensitive to 
demand, and supplies are sensitive to relative prices. In such analysis 
interest centres on the equilibrium achieved “‘in the long run.” Being 
trained in this method of thought, the natural starting-point for an economist 
is to suppose that the average price level is freely responsive to the level of 
total demand, so that if there is excess demand, prices will rise, to achieve 
atemporary equilibrium. This was the argument of Keynes in How to 
Pay for the War: 


** Now if the public voluntarily save £1,350 million, that is to say the 
whole of the difference between their incomes of £4,600 million and 
the value of the available goods, namely, £3,250 [million], at pre-war 
prices, obviously the problem is solved. . . . 

** [However] let us suppose that, instead of saving the necessary 
£1,350 million, the voluntary savings of the public are, in the first 
instance, only £700 million, and that they try to spend the rest of their 
incomes, namely £3,900 million, on goods worth only £3,250 million 
at pre-war prices. Obviously prices will have to rise 20 per cent which will 
equate supply and demand; for the goods will then be worth £3,900 
(£3,250 + £650) million, which is just equal to the desired expenditure. 
Moreover, those who have sold for £3,900 million goods which only 
cost them £3,250 million will have the balance of £650 million left 
over as extra unspent income, just the amount the Government requires. 

“It soon appears, however, that this only solves the problem 
momentarily. For we have no reason to expect that the whole of the 
unspent windfall profits of £650 million will represent permanent 
savings. A certain time will elapse. . . . But in the next innings, so 


1 The following scheme of classification has similarities with that proposed by R. Turvey (see 
“Some Aspects of the Theory of Inflation in a Closed Economy,” Economic JourRNAL, September 
1951). But he considexed the extreme cases of wages and prices being flexible or inflexible and was 
chiefly concerned with the interaction between the factor and goods markets. Here the emphasis 
ismore on half-way cases and on the possible interaction of cost and demand influences in the 
same sector. It has seemed unnecessary to spell out the whole range of logical possibilities. 
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to speak, it will be added to the total of potentially spendabk 
incomes... . + 


This view would imply that whenever there was excess demand price 
inflation was rapid; and also that profits were very variable: neither of 
these corollaries appears realistic.?. It is also an observable fact, on which 
Keynes himself remarks,® that many sellers do not typically charge what 
the market would bear in inflationary conditions. 


(b) First Impact on Prices, Prices being Relatively Inflexible 


If there is something less than perfect competition, and if the typical 
price is an administered price, it is still possible to suppose that prices will 
be sensitive in some degree to the level of demand. Much of the theory of 
demand inflation can therefore be preserved. But the change is important, 
Custom and habit have to be recognised as barriers against the inflationary 
effects of high demand. Nothing can then be said a priori about the pace 
of inflation. Even quite considerable excess demand might cause little rise 
in prices: for in the same way that demand may be “ suppressed ”’ by direct 
controls, so a continuous state of excess demand is possible if prices are sticky, 
If the degree of price flexibility were rather small, profits might not vary 
noticeably from year to year in the face of varying demand conditions. 


(c) First Impact on Wages, Wages being Flexible 

Alternatively, the emphasis may be put on the sensitivity o7 labour 
costs to high demand. Even if prices are not very sensitive to the level of 
demand, it may be argued that wages will rise—or rise more rapidly— 
when there is high demand. The rise in wages will raise labour costs, and 
firms will pass this on as higher prices. In the discussion of inflation since 
the War the theory that prices bore the first brunt of inflati: 1 has fallen into 
the background and the emphasis has been gradually tran:‘ red to wages: 
by now the typical picture is probably not that of high prices and high profits 
drawing up wages, but of high wages pushing up prices. The change may 
seem small, but the difference is important. This view implies that the 
rise in wages is a response to high demand not only for labour, but also for 
products. The price of products must be presumed to be less flexible than 
is the price of labour. We are then in a mixed situation. There is certainly 
demand inflation in the labour market; but it is a nice question of termin- 
ology whether product prices are to be regarded as demand determined or 


1 J. M. Keynes, How to Pay for the War (London: Macmillan, 1940), pp. 62-3: my italics. 
The phrase “‘ windfall profits ’’ recalls the essentially similar account in the Treatise on Money. 

2 See Section III (a) below. 

3 ** But the psychology which provoked previous price-inflations is not present to-day. So far 
from there being a natural tendency to raise prices in response to an unsatisfied demand, manu- 
facturers and retailers are as reluctant to charge higher prices except in response to an actual rise 
in cost as the public are to pay them ” (How to Pay for the War, p. v). 
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cost determined: for they could be supposed to rise only when costs had 
risen first. 

In its most ‘‘ competitive’ form, this view treats wages as being freely 
determined in response to demand at the level of the individual plant or 
factory. As is well known, actual weekly earnings are considerably larger 
than what would be earned by working at nationally agreed wage-rates 
for the “‘ standard’ week, and wage-earnings have tended to increase more 
rapidly than wage-rates. The difference is due partly to such factors as 
overtime pay, and partly to bonus payments, which can be varied by 
individual employers. One extreme view is to regard wage-earnings as 
freely variable by employers and dependent only on demand. It is a 
corollary of this view that nationally agreed wage-rates have no influence on 
earnings and that trade unions are engaged in shadow boxing. 


(d) First Impact on Wages, Wages being Inflexible 

As against this, it is possible to hold that wage payments have become 
institutionalised so that, like prices, wages are by no means freely sensitive 
to demand. Nevertheless, they may still be supposed to be sensitive to 
demand in some degree, in either or both of two ways: 


(i) Wage payments by individual employers may be regarded as 
sticky, but flexible in some degree to the level of demand facing firms. 

(ti) Wage earnings may be thought to be determined by the rates 
negotiated by trade unions; but the “ bargaining strength’”’ of the 
unions may be supposed to depend on the level of demand, either in 
the economy as a whole or at least in separate industries. 


These two types of influence could work together in combination. Thus 
wage earnings may be regarded as made up of a “ rates”’ element and a 
“bonus ” element (the former perhaps a function of the general, the second 
of the firm’s, level of demand). 


Classification of Four Types of Demand Inflation 








| 
ay og “| — al Type of demand inflation. 
A | Flexible Semi-flexible or Fairly open inflation, first impact on prices 
inflexible 
B | Semi-flexible | Semi-flexible or Semi-repressed inflation, first impact on prices 
inflexible 
C | Semi-flexible or Flexible Semi-repressed inflation, first impact on wages 
| inflexible z 
D|Semi-flexible or | Semi-fiexible | Rather fully repressed, first impact on wages 


inflexible | | 





These different versions of how demand inflation works imply different 
pictures of how the economy operates. Some of the types of economy 
indicated above rule out the possibility of cost inflation. In particular, if 
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prices respond freely to demand, they cannot also be rigidly linked to cogts, 
But if, on the other hand, prices are not perfectly flexible, they may fy 
fixed with some reference to costs. It is possible to believe that in the latter 
case those who supply input (labour or materials) by raising their prices ar 
able in certain circumstances to push up product prices also: 


(a) Trade unions can be conceived to push up wages provided that 
prices and wages are imperfectly flexible, and that the latter are jp. 
fluenced in some degree by the rates agreed in national negotiations 
Thus “‘ wage pressure’’ ts consistent with the fourth type of demand inflation, 
D above. 

(6) Where commodities are traded on a world market their price 
may be regarded as fixed by world demand; and a rise in costs (originat- 
ing in a rise in demand elsewhere) may be regarded as forcing up prices of 
products here.t_ This would be possible provided only that prices are 
not perfectly flexible. ‘Thus “‘ import cost inflation”? is consistent with any 
but the first type of demand inflation, i.e., types B, C and D above. 


Wherever prices are neither perfectly rigid nor perfectly flexible, it is 
possible to regard them as being jointly determined, in part by demand 
and in part by cost influences. Thus: (a) wage costs may be thought of as 
partly determined by trade-union pressure (perhaps activated by a rising 
cost of living) and partly by the demand for labour; (4) prices may be 
thought of as partly determined by costs, but the profit margin may be 
considered to be a function of demand. There are clearly therefore various 
possible combinations of cost and demand inflation which, however, will 
not here be systematically catalogued. 

Trade unions (and perhaps commodity producers a'so) are in a sense 
always exerting pressure for higher prices. There is no need to single this 
out as a separate influence unless it is effective; and unless its effectiveness 
is not merely a function of demand conditions but may vary independently 
of the latter. One example of such an independent force would be effective 
pressure for wage increases in compensation for price increases.’ 

It is sometimes argued that cost pressures are never in fact effective except 
when there is excess demand; so that cost inflation is not a theoretically 
tenable concept, but an illusion. The argument is that firms will not for 


1 Even in a perfectly competitive economic system, the prices of manufactured products would 
rise in such circumstances. Which type of reaction is taking place in any actual case can perhaps 
be distinguished only by the timing of cost and price changes. 

2 In the article already referred to (Oxford Economic Papers, October 1956) I tried to show how 
“* cost” and ‘‘ demand ” explanations of price changes could be integrated: see particularly para. 
36-45. 

* This example assumes, as I believe can be shown, that variations in the rate of price increas 
are not typically correlated with variations in the pressure of demand. 

‘ This thought may have underlain the remark of the Governor of the Bank of England: 


‘* My Lord Mayor, I hear and read much learned discussion about whether we are ina 
‘ cost-push ’ or ‘ demand-pull’ inflation. I suspect myself that they are parts of the same 
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ng consent to pay higher wages unless they expect to be able to sell the 
ame volume of goods at higher prices; and that they will not be able to 
gil as much unless there is excess demand. Neither part of this statement 
seems true: 

(a) Particularly when the firms in an industry are all affected by a 
similar increase in costs, it appears quite common for them to raise 

rices even when this may react unfavourably on their sales.! 

(6) Even if this were not the case, it is still true that if all firms raise 
wages, the incomes out of which the goods will be purchased will be 
raised by as much as the costs of production.? Firms will therefore in 
fact be able to sell the same volume at higher prices. 


It is certainly true that prices and wages can rise when demand is not 
excessive or even high. This being so, there seems no reason why cost 
pressure should not be one possible cause of rising prices.* 

There is also a rather similar argument that rising prices are impossible 
without an elastic money supply. This raises another large range of 
questions. But it may be permissible to say here shortly that this argument 
sems to be a variant of the argument about the necessity of high demand. 
Various views are held about the way in which monetary restriction works. 
Ifthe “‘ money supply ”’ is held constant in face of cost pressures tending to 
force up the value of the national product, one may believe that the velocity 
of circulation will reach an absolute limit beyond which it cannot be in- 
creased. Or (more reasonably in my view) one may believe that while 
there is no real limit to the velocity of circulation, such monetary restriction 
will raise interest rates. But the effect in either case, whether slow or fast, 
must operate via a reduction in the pressure of demand. If, then, costs can 
rise although demand is not high (as argued above), they can also rise even 
though the monetary supply is fixed.® 





animal and I am reminded of a fascinating creature in one of the nursery books called the 

push-me-pull-you.’ If we can shoot one end of that animal, the other end will not long 
survive.” (Speech at the Lord Mayor’s dinner to the Bankers avd Merchants of the City of 
London, October 8, 1957.) 

1 It may be worth instancing here the developments in textiles in 1951-52. The rise in costs 
was very large, and if passed on as higher prices it was bound to raise the relative price, and thus 
reduce sales, of clothes. Prices were, however, raised, even though there was then a recession in 
demand for textile products. 

* This is strictly true only for a closed economy or the world as a whole. 

* This cautious formulation is intended to refer to the fact that prices and wages were rising 
in the late thirties, without, however, going on at this stage to speculate as to the precise cause of 
the rise in prices and wages then. 

‘ For instance, Professor Robbins has written recently: ‘“‘... there are many observers of the 
situation, whose judgement I respect, who would differ considerably in emphasis, giving most 
weight throughout to the push of costs, less to the pull of demand, than I find appropriate. But 
on one point I hope we should all be agreed: namely, that none of this could happen if there were 
asufficiently strong control of ‘he supply of money ” (Lloyds Bank Review, April 1958, p. 6). 

* Recent experience certainly shows that (whether or not because of cost pressures) prices may 
tise although the money supply (as usually defined) is constant. 
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There seems then to be only one general ground for denying that cog 
inflation is a possible independent explanation of rises in prices, namely, 
that the process of price and wage determination is such as to rule out the 
possibility of cost influences. The part played in this process by trade union; 
is one of the key questions which needs to be discussed. Part of the effeg 
of high demand may work through affecting what trade unions do—ppp. 
vided only that they are an effective part of the chain of cause and effect, 
But in this case there seems no general reason why they should not also exer 
some independent influence, not purely reflecting the level of demand, 
Two sorts of evidence seem then to be relevant. Evidence about the wort. 
ing of the economic system may throw light on how demand impinges and 
upon which sectors of the economy. The relative importance of demand 
and cost influences may, however, vary, and their importance in any actual 
situation can be decided only in the light of particular evidence. 

If it is true that most prices are jointly determined by cost and demand 
influences it may be difficult to define terms precisely. Suppose, for instance, 
that prices in some period rise 10%; and that if total excess demand had 
been zero, they would have risen only 5%. The latter might be called the 
cost-inflation element in the price rise. But if demand had been yet lower, 
the rise in prices might well have been less also, so that cost inflation as 
defined above would itself contain a demand-sensitive element. Only if 
this is not the case is the definition of the cost influence clear cut. 


II. THe Doctrine oF THE COHEN REPORT 


The emphasis in the Cohen Report is on demand as the main cause df 
price inflation. The leading statement is perhaps the opening of Chapter 
III (on ‘‘ The Causes of the Rise in Prices and Incomes, 1946-57 ’’): 


‘* What has been the cause of the rising trend of prices and income 
since the end of the war? Viewing the period as a whole, we incline 
to think that the main cause has been an abnormally high level 
demand for goods and services in general, maintained for an abnormally 
long stretch of time ’’ (para. 78). 


The Report is, however, not always fully explicit on the subsidiary but 
still important questions. Examples of such questions are the degree to 
which demand would have to be reduced to stop prices rising; or the point 
of impact of the force of demand. It is not entirely clear whether cos 
inflation is regarded as theoretically impossible or merely unimportant in 
fact. But at various points in the Report there are statements about how 
price rises occur which seem logically to imply that cost pressures were and 
are operative. Most essays in economics (including doubtless this review) 
contain inconsistencies, and this must especially be true of a document 
produced in committee for a non-technical audience. The present critique 
is therefore intended less as criticism than as a way of elucidating the issues 
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The Report does not attempt to discuss fully the evidence on which its 
view is based. It has therefore seemed most convenient to defer discussion 
ofthe empirical evidence to Section III. Comments are grouped below 
yder three heads. 


a) Whether High Demand or Excess Demand Is to Blame 


The tone of the discussion suggests that the Council considers demand 
jot only to have been high, but in considerable excess; and that it is excess 
demand that is to blame for rising prices. Thus the country is described 
sshaving pursued since the War various objectives which made “in the 
aggregate a greater demand” than could be fully satisfied (para. 78). 
This view also seems implied by such phrases as that unfilled vacancies were 
“well in excess ’’ of the number of unemployed (para. 81), or that total 
demand needs “‘ damping down ”’ (para. 134). There is one passage where 
acess demand is explicitly mentioned as the cause of rising prices and wages 
para. 83). But in this passage it is local excess demands that are being 
talked about; and the Council might argue that not only must there be no 
general excess but also no “‘ pockets ”’ of excess demand, so that even “high” 
demand (7.e., with some “‘ pockets ’’ of excess) could be inflationary.! 

There is then room for doubt as to how far the Council wished deflation 
togo. The Report contains apparently critical references to full employment 
para. 80 and Summary 13); and in commenting on the increase in unem- 
ployment between January 1956 and January 1958, it remarks that “no 
one should be surprised if it proves necessary to go somewhat further than 
that” (para. 135). Nor is there any discussion of the fact (noted, however, 
in Chapter II, ‘‘ Facts and Figures’’) that in the years 1934-39 wages and 
prices rose, though unemployment was of the order of 10-15% and demand 
(presumably therefore) very low.” Various reasons might be given for sup- 
posing that an extreme deflation is not now necessary to stop prices rising. 
But the point is worth discussing, because the virtue of disinflation as a route 
to price stability depends entirely on the lengths to which it requires to be 
carried. 


(b) The Point of Impact of High Demand 

The next question to consider is what the Report has to say on the 
“point of impact ’’ of high demand. The answer, perhaps excusably, is 
indefinite. Thus in most cases when rising prices are mentioned as an 


! The Council argue in this passage that inflationary effects may spread beyond the area 
where there is excess demand. The implications of such a process of transmission are examined 
more closely below. 

* After the Report was published Lord Cohen made a statement denying that the Council 
was in favour of a return to massive unemployment (in a statement to a meeting of economists at 
the London School of Economics, reported in The Times for March 28, 1958). But though various 
figures were quoted about increases in unemployment envisaged by other people, no indication 
was given of what the Council itself proposed. 
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effect of high demand, “‘ rising incomes’ seem to be mentioned also (eg, 
paras. 78 and 83); this is formally correct (since a rise in prices is alway, 
an increase in someone’s income), but evades the question of causal priority 
When the effect on profits is touched on, there is a careful refusal to regan 
profit inflation as universal (which would imply that the first impact wa 
on prices); but the possibility that costs might be increased by demand js 
not fully explored: 


* In many cases the first effect of a rising stream of money demandjs 
on trading profits; even if the tide of inflation reaches them first in the 
guise of an increase of costs, business men are usually well placed for 
protecting their profit margins ” (para. 93). 


Nevertheless, it seems fair to say that the implicit emphasis is on th 
way demand affects wages, for this is discussed a good deal, while the (direct 
effect on prices is hardly discussed at all. ‘The most detailed discussion of 
the impact of demand (para. 83, to be quoted in full later) puts the emphasis 
on wages as the variable: 


““There may be no excess of demand for bread, but the baking 
industry may be forced to raise the wages paid to its employees by the 
fact that wages have risen in the steel industry, where there is exces 
demand. 


A separate chapter is devoted to “‘ wages under controlled demand,” of 
which the message is briefly this: 


ee 


. a policy of damping down the intensity of total demand . . , 


must be expected . . . to cause a check or reversal of that tendency 
of the rate of rise in average earnings to outstrip the rate of rise in 
standard wage rates . . .”’ (para. 134). 


** Much more important and difficult is the question of the effect 
to be expected from a decline in the intensity of demand on the 
behaviour of negotiated wage rates’ (para. 136). 


At this point the Council states rather forcefully its belief that a decline 
in the intensity of demand will “ stiffen the resistance of employers to claim 
for increased wage rates’ (para. 137, my italics). This clearly envisages the 
fourth category of demand inflation, type D in Section I above—though 
other types of effect (as on wage earnings) are equally clearly envisaged als. 

It is a corollary of the view that demand affects wages rather than 
prices that prices should be regarded as relatively ‘‘ sticky’; and the 
existence of such stickiness is explicitly mentioned at one point: 


ee 


. in a phase of moderately reduced demand, formal or informal 
arrangements for the maintenance of prices, . . . may exercise 
greater influence than they do either in positions of very high deman¢, 
when they are largely ineffective, or in positions of very low demand, 
when they are liable to be disrupted by ‘ cut-throat competition’” 
(para. 118). 
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(c) The Possibility of Cost Inflation 

It seems useful next to comment on a series of scattered remarks which, 
ken together, seem inconsistent—or at least rather difficult to reconcile— 
yith the emphasis given in the Report to the sufficiency of disinflation as 
,remedy for rising prices. 

There is one interesting passage which has already been referred to, 
where the Council attempts to deal with the variety of conditions likely to 
aist in different sections of the economy, and of the consequential inter- 
actions between them: 


** The view that the main cause of the rise in incomes and prices 
is to be found in the general level of demand does not, of course, mean 
that in every case of a rise in wages or prices the immediate cause is 
an excess of demand at that point. ‘There may be no excess of demand 
for bread, but the baking industry may be forced to raise the wages 
paid to its employees by the fact that wages have risen in the steel 
industry, where there is excess demand. The baking industry may 
give the increase with some apprchension of the effect on their costs 
and prices and so on their sales. But in a general environment of 
buoyant demand and monctary expansion it will generally turn out 
that the rise in wages which caused these anxieties has also ensured 
that the demand for bread will not be checked by the rise in its price ”’ 
(para. 83). 


This statement seems to carry two implications: 


(i) Though wages rise in industries faced with excess demand, it is 
implied that they do not fall in industries faced with inadequate 
demand. This in turn would seem to imply that the benefits of a 
general policy of disinflation must beyond a point rather rapidly 
diminish as fewer and fewer pockets of excess demand are left. 

(ii) The absence of excess demand for one industry’s products is 
no bar to its raising its prices. It would seem to follow that the absence 
of excess demand in the economy as a whole may remove a positive 
force making for price increases, but does not provide a positive 
hindrance to other forces making for price rises, if they exist. 


Together these seem a significant qualification to the efficacy of a policy 
of disinflation. 

It is consistent with this view that various Government measures should 
be regarded as exerting an ‘“‘ upward push”’ upon prices (independent, 
that is, of any effect they have on the level of demand). Those mentioned 
a having this effect are subsidy reductions (para. 86) and rent decontrol 
(para. 87). 

It is also admitted that the rise in import prices exerted an upward 
pressure upon prices independent of the effect of high demand. Thus the 
Report refers (para. 85) to the “ two short phases, 1946 to 1948 and 1950 
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to 1951, during which British import prices rose very sharply, in each cag 
on the average by about a quarter.”’ At least as regards the second of they 
occasions “‘ the working through ”’ of the increase in import prices “ played 
an important part in the development of prices and wages during the ney 
few years”’ (para. 85). This is at least an important qualification to the 
view that high demand was the main cause of rising prices—even if only 
the direct effect of rising import costs, not any indirect effect via higher 
wage claims, is considered. 

But the most important question is how far trade unions have played 
or can play an independent role in promoting price increases. " The passage 
in the Report on this question does not make it clear what view the Coungjj 
takes: 


“* We have laid greater stress on the demand side of the story than 
some whose opinions we have studied. But we are well aware that, 
whatever might have been the case, the wage advances were in fact 
secured by workpeople organized in powerful Trade Unions and using, 
among many other weapons in their armoury, arguments based on pre. 
ceding movements of the cost of living. That such Unions exist and 
such arguments are used may have great importance for the near future 
even if it should be of less importance than some people suppose in 
explaining the recent past. Whatever its initiating cause, the habit of 
demanding large and frequent increases in monetary rewards grows by 
what it feeds on, and may be found to persist after any technical justi- 
fication for it in the state of the labour market has passed away . . .” 
(para. 89). 


It may be that this means that wage claims will then be effective; 
though perhaps only during a transitional period. But even so, it leaves 
many doubts: 


(a) It is not clear why wage pressure should then be only a tempor- 
ary phenomenon. But if it is more than temporary, then the removal 
of demand inflation has not alone been enough to arrest the process. 

(6) If wage pressure can be effective when there is no exces 
demand, it is not clear why it should not have been operative also (as 
part-cause of the rise in prices) when there was excess demand. 


1 The direct effect of the rise in import costs can be regarded as accounting for almost one-quarter 
of the rise in prices in the period 1946-54: see Table V of my article in Oxford Economic Papen, 
October 1956. 

2 This is not a necessary interpretation of the phrase “‘ technical justification,” but is suggested 
by an argument to the same effect by Professor Robbins: 


‘It is probably true to say that, when you put the brake on a demand inflation you at 
then confronted with the danger of a cost inflation. If the trade unions have got into the 
habit of cashing in on the demand inflation every spring, then very naturally they will tend 
to go on trying to do so for a time even though the increase of demand has slackened. They 
will continue to press for increased wage-rates; and now, if inflation proceeds, it can bt 
described as having its origin on the side of costs” ( Lloyds Bank Review, April 1958, p. §). 
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jsalready pointed out, the Report admits the effectiveness of other sorts 
{cost pressure. The case against believing in the effectiveness of trade- 
yin pressure requires therefore to be separately established. 

The Report, moreover, appears to be somewhat inconsistent on this 
question : 

(a) It seems to imply that wage claims based on a rise in the cost 
of living could be effective: 

** Claims for increased wages will no doubt be based largely on 
increases in the cost of living. It cannot be denied that the cost of 
living has risen substantially in the past year, but we do not think 
this is conclusive. Jt must also be remembered by all concerned . . .” 
(para. 138, my italics). 

(6) If wages were determined by demand, exhortation ought to be 
useless; yet in the above passage the Council appears to be writing as 
if their words would have an influence on those concerned. 

(c) The Council rejects the idea that the Government or some other 
body should announce a percentage figure each year of the amount 
by which average moncy wages might increase without overtaking the 
rise in productivity. But it rejects the idea on the grounds that no 
industry would be content with less than the average increase (para. 
147 and summary 31). This can only mean that some trade unions 
would be discontented, and that they have some power to affect the 
increase in wages they get. 


At one point (para. 88) the Council refers to— 


“a school of thought which takes rather a different view as to the main 
cause of the rise in prices. This view lays great stress on the power of 
Trade Unions. . . . It states that, if wages and other incomes arc 
pushed up, the level of money expenditure will tend naturally to rise 
with them. It follows, so the argument runs, that there is nothing in 
the economic system which ensures that the rate of increase of money 
wages and other incomes is kept within the limit of the growth in 
average productivity. When they exceed that limit—as they have 
done in recent years—businesses in general find that their costs per 
unit of output have gone up; but they also find no difficulty in raising 
their prices so as to maintain their profits. The exact level of demand 
has not, according to this account, been crucial to the result of the 
successive wage-rounds. .. .”’} 


To my mind, no good reasons have been given for rejecting this view 
out of hand; ? indeed, if the foregoing critique is correct, many passages in 


1 T have intentionally truncated this passage so as to confine attention to what seem to me the 
main points. 

* The following paragraph (89) of the Report rather dodges the issue. It says that no confident 
answer is possible because it is so hard to imagine what would have happened if trade unions had 
been non-existent or weak. But if it is difficult to say precisely how greatly they contributed to 
the price rise, it is equally difficult to be confident that high demand was the main cause of rising 
Prices. 
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the Report itself are consistent with it. The next section therefore consider 
how far such questions can be tested against the empirical evidence. 


III. Tue Possrsiziries oF EMPIRICAL VERIFICATION 


When we try to explain why prices rise it is evident that the situation 
to be explained is complex, and that useful hypotheses have to explain 
groups of inter-related facts. This necessarily makes verification or rejection 
difficult. The following sections first discuss the relevance of some of the 
facts quoted in evidence in recent discussion, either in the Cohen Report or 
elsewhere. There follow some suggestions for further research. 


(a) Evidence Cited in the Cohen Report and other Recent Discussion 


The Cohen Report quotes two kinds of evidence that high demand has 
been the cause of rising prices. The first is that since the War unfilled 
vacancies notified to the employment exchanges have generally been well 
in excess of the number of the unemployed (para. 81). But as the Report 
itself admits (as a possible view, not its own: para. 88), this is “‘ evidence of 
the persistence of a high demand for labour, but not of its being the main 
cause of the inflation.” Thus, though consistent with the Report’s thesis, it 
does not demonstrate it. 

Expressed as a proportion of the number of employees, the excess of 
unfilled vacancies over unemployment has never in the post-war period 
been more than a few per cent; this, however, is consistent with the excess 
demand for goods and services having been considerable.1_ The smallness 
of the observed excess therefore neither proves nor disproves its influence. 

The second piece of evidence cited by the Report (para. 82) is that, 
partly because employers have been willing to pay more than nationally 
agreed wage-rates, wage-earnings have generally risen faster than wage- 
rates as measured by the Ministry of Labour’s index. Here again, however, 
the evidence does not bear the weight put on it, as the Report again (asa 
possible view not its own) admits: 


ce 


. . . though this disparity may reflect the pressure of employer 
demand, it has other causes as well: and in any case it remains true 
that much the greater part of the rise in earnings can be accounted for 
by the rise in wage-rates ’’ (para. 88). 


The main question (discussed in sub-section (b) below) thus seems to be 
how far the course of wage-rates has been affected by the level of demand.’ 


1 See the chart on p. 69 of the Report and also the article by Mr. Dicks-Mireaux and myself 
(Oxford Economic Papers, February 1958), from which the figures are quoted. 
2 Professor Robbins in interpreting the evidence in the same sense as the Cohen Report adds 
this comment: 
‘The demand for labour was so strong that, even if the trade unions had been much 


weaker, it is probable that a similar movement would have taken place. Indeed, paradoxically 
enough, it might have been more accentuated: the cumbersome process of collective bargain- 
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It is convenient at this point to refer also to the behaviour of profits. 
The evidence is perhaps sufficient to reject the idea that prices are highly 
variable, and thus to reject the theory of demand inflation categorised as 

A in Section I above. This theory requires that the onset of high 
demand should be met by a profit inflation. The mobilisation period in 
the early years of the last war (the situation in fact discussed by Keynes in 
How to Pay for the War) ought to be a good test case. But it does not seem 
that there was any great increase in the share of profits over these years.1 
The economy was then “ controlled ’’; but it is difficult to believe that the 
controls then existing were highly effective. The same objection could in 
any case not be used for the reverse case of the depression of 1929-32; there 
was then some decline in the percentage share of profits, but by only a few 
percentage points.* Inspection of the national-income data back to 1870, 
and of such figures as there are of profits as a share of turnover in different 
industries, reveals some variation in profits.2. But the variation seems too 
narrow to be compatible with the picture of a freely adjusting type of 
economy. 

The relative stability of profits has, however, also been quoted in an 
almost opposite sense, as evidence that cost inflation cannot have been 
operative. Professor Robbins, for instance, says: ‘‘ If the prime movement 
had been on the side of costs, the prospect of profits would have been con- 
tinually threatened.’ * Professor Paish argues similarly, but is more 
cautious, saying only that if wage push were the reason for price rises ‘‘ one 
would have expected that in the initial stages of the renewed inflation the 
wage rises would have been, to some extent at least, at the expense of 
profits.’ But the argument seems no more conclusive than the other 
two. It would be valid only if demand imposed a ceiling to the price level 
—which cannot be supposed to be the case if one admits the possibility of 
cost inflation. For a cost inflation is hardly likely unless employers can and 
do increase prices. 

Any direct and obvious reason for believing in demand inflation thus 





ing tends to take longer than the operations of freer markets ’’ (Lloyds Bank Review, April 1958, 
p. 5) 

To show that demand alone would have been enough to account for the rise in wages, even if trade 
unions had been weaker, is, however, not to the point. If the process of wage determination is 
indeed (as Professor Robbins says) cumbersome, wages may now by no means respond perfectly 
freely todemand. To show demand is high is therefore not to show it was causally important. 

1 The share of profits and rent (or of profits alone) in gross national income declined through 
the War. Profits and rent as a percentage of national product, excluding the income of the armed 
forces, seem to have risen by 1 or 2 points between 1938 and 1940 (or profits alone by 3 points). 
(See Statistical Digest of the War, H.M.S.O. 1951, Table 180.) 

* Data and references are quoted in my “ Analysis of the Generation of Price Inflation,” 
Oxford Economic Papers, October 1956, paras. 63-4. 

* Lloyds Bank Review, April 1958, p. 5. 

‘ “Inflation in the United Kingdom, 1948-1957,” Economica, May 1958, p. 95, being Professor 
Paish’s memorandum to the Cohen Council. 
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seems to fall to pieces when critically examined. The same would be try 
of direct and obvious reasons for believing in cost inflation. 


(b) Suggestions for Possible Research 


To end this review on a more positive note, it may be worth makin 
suggestions about the kind of further research which might throw light op 
the questions at issue. ‘Two questions in particular are suggested as access. 
ible to further research, namely, price behaviour and wage determination, 

Two approaches to the question of price determination suggest them. 
selves. It might first be useful to have a general survey, sector by sector, 
of different markets describing the procedure of price changing and its 
frequency. The aim would be to make a general assessment of the degree 
to which prices were freely sensitive to demand (my own impression would 
be that the area of administered or conventionalised pricing would be shown 
to be fairly extensive). A review of the operation of price controls might 
also be interesting in this connection. It would also be relevant to havea 
summary of available indications of the extent of excess demand for goods 
and services: 1 for if heavy excess demand persists, this itself implies that 
prices are fairly insensitive to demand. 

It would, second, be instructive to have a series of studies of the price 
behaviour of individual industries.?, The main aims would be to gauge the 
reaction respectively to changes in the pressure of demand, and to changes 
in costs. Information on the length of any lag between cost and price 
changes would also be valuable (see below). The period of the rise in 
import costs in 1950-51 and their subsequent fall woulc thus be particularly 
important. Such studies would undoubtedly throw light on many matters 
other than price fixing, and ought perhaps to be conceived with wider 
questions in mind. 

A key question in considering wage determination is the role of trade 
unions. It is at present a matter of uncertainty how far the rises agreed 
in national negotiations influence wages actually paid: it might, for instance, 
be that the latter are chiefly determined by the conditions of demand with 
which separate firms (or perhaps industries) are faced. Considerable light 
should be thrown on this by analysis of the relative movements of wage- 
rates and wage-earnings. Such analysis cannot well be done on the basis 
merely of time series of two national averages. But until recently onlya 
single national average wage-rate series was publicly available.® 


1 It has already been argued that this is likely to be very different from the excess demand for 
labour, of which statistics of unemployed and unfilled vacancies provide an indication. 

2 A pioneering example of a behavioural study based on aggregative data for various industries 
was Dr. L. Rostas’ Productivity, Prices and Distribution in Selected British Industries, N.1.E.S.R. Occasional 
Papers XI (Cambridge University Press, 1948). 

3 Indices of wage-rates in different industries have recently been published by E. Devons and 
R. C. Ogley in The Manchester School for May 1958. These figures may make possible some com- 
parisons of rates and earnings in different industries. But it has to be remembered that while the 
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Two complementary approaches to the study of wage determinaton 
gem possible. Again it would seem useful to have a series of studies industry 
industry, describing the procedure of wage changes and the institutional 
background, and analysing the statistical material, official or other, available 
in each industry. 

Second, it would seem worth subjecting the available official data of 
wage-rates and earnings to closer statistical analysis than they have yet 
received. The results published by Professor Brown ! suggest that before 
the War the rate of wage change was strongly influenced by the level of 
unemployment, but that any such relation since the War has been swamped 
by the dependence of wage changes on price changes. This suggests that 
itwould be worth testing the more refined hypothesis that the rate of wage 
change is a function both of previous price changes and of the pressure of 
demand for labour. Multiple regression analysis of time series might 
therefore be applied both to wage-rate and wage-earnings data.* It might 
also be possible to test the hypothesis that relative wages are affected to some 
degree by the relative strength of demand for labour in different industries.‘ 

It is evident that research into this type of problem quickly runs into 
dificult territory. But it is hard to believe that even the data at present 
available have been at all fully exploited. Research and—equally important 
—the discussion of the results of research, both take time. But the questions 
atissue are empirical questions and there can be no other way to provide 
the answers. 

J. C. R. Dow 
National Institute of Economic and Social Research, 
London. 





rates figures refer to various occupations, the earnings figures refer to industries, many of which employ 
workers belonging to many different occupations. 

1A. J. Brown, The Great Inflation (Oxford University Press, 1955), pp. 90-103. 

* While wage changes may be a function of price changes, price changes are presumably also 
afunction of changes in labour costs. It might well be impossible to treat price changes as an 
independent variable in explaining wage changes unless the time lag in one or other of the relations 
was considerable. Hence, as already suggested, information on cost—price lags would be valuable. 

* Some work on these lines is being undertaken by Mr. Dicks-Mireaux at the National Institute. 

‘ There are, however, tricky problems in testing such a hypothesis. For instance, if relative 
tamings were very sensitive to differences in excess demand, they would eliminate excess demand; 
and there would then be no correlation between relative wage changes and relative demand as 
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CURRENT TOPICS 


Tue Annual General Meeting of the Royal Economic Society was held 
on Thursday, July 17 at the London School of Economics. Sir Rober 
Hall was elected to the office of President in succession to Sir Alexander 
Carr-Saunders, who was re-elected Vice-President. Sir Donald MacDougal 
was elected to an Honorary Secretaryship in the place of Sir Robert Hall 
and Professor Brinley Thomas was elected to the Council. With theg 
exceptions, the Council and Officers were elected without change fo 
1958-59. After the formal business Sir Alexander Carr-Saunders delivered 
his Presidential Address on “‘ The Place of Economics and Allied Subjects 
in the Curriculum.” 


Tue Secretary reported on the membership and finances as follows: 





| 1957 | 1956 |. 1939 | 191 





New Fellows and Library Members elected . , .| 445 | 436 | 490 | 5 
Fellows lost by death, resignation or default . ~| Se | 402 | 496 | 3 
Number of Fellows and Library Members on December 31 6,172 | 6,105 | 4,572 | 69% 
Total Compounders included in above total . ‘ ce 747 1,739 | 1,155 | & 
Surplus of Income over Expenditure. : ; ‘ <i, EE Beats } o— 278 
Surplus of Expenditure over Income. ‘ ° — 31 | 38 | = 





Professor C. F. Carter, Professor of Applied Economics in the Queen's 
University, Belfast, has been elected to the Stanley Jevons Chair of Political 
Economy in the University of Manchester, vacant through the resignation 
of Professor Arthur Lewis. 


Dr. THomas WItson of University College, Oxford, has been elected to 
the Adam Smith Chair of Political Economy in the University of Glasgow in 
succession to Professor A. L. Macfie. 


Studies in Economic History, the collected papers of George Unwi, 
arranged by Professor R. H. Tawney and published by the Royal Economic 
Society in 1927, have for many years been out-of-print. They have now 
been reprinted by Messrs Frank Cass and Company, 91 Southampton Row, 
London, W.C.1, and are available as before on special terms to member 
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of the Royal Economic Society. The published price is 55s.; the special 
price to members is 35s.; application by the latter should be made through 
the Secretary of the Royal Economic Society, The Marshall Library, 
Downing Street, Cambridge, accompanied by a remittance. 


Tue Trustees of the Houblon-Norman Fund, on the recommendation of 
their Advisory Committee, have made the following awards for 1958/59. 


Research Grants 


Mr. E. A. Boehm, Lecturer in Economics, The Economic Depression in Australia in the 
University of New England, Armidale, New 1890’s. 
South Wales. 

Mr. A. B. Cramp, Research Student, London Operation of Bank Rate, 1822-60. 
School of Economics. (Renewal.) 

Mr. K. F. Dixon, Westminster Bank Ltd. Early Stages of Development of the London 

Money Market. 

Mr. R. M. Fitzmaurice, Midland Bank Ltd. Banking in Cornwall, 1700-1900. 

Mr. J. Jewkes, Professor of Economic Organ- Economics of the Evolution of the Aircraft. 
isation, University of Oxford. (Renewal.) 


Dr. V. C. Lutz. Banking in Italy. 
Dr. G. J.de C. Mead, Bank of England. (Fe- Intendants, as part of the Financial and Ad- 
newal.) ministrative System in France in the 18th 
Century. 


Mr. R. C. Opie, Lecturer in Economics, Banking in Germany. 
London School of Economics. 

Dr. Sidney Pollard, Lecturer in Economic The Genesis of Modern Management. 
History, University of Sheffield. 

Mr. Neil Runcie, Lecturer in Economics, New Hire Purchase in the United Kingdom and the 
South Wales University of Technology. British Dominions. 

Dr. S. G. Sturmey, Lecturer in Political British Shipping. 

Economy, University College, London. 

Dr. Brinley Thomas, Professor of Economics, Home Investment and Foreign Lending in the 
University College of South Wales and United Kingdom, 1890-1913. 
Monmouthshire. 

Mr. G. A. Yewdall, Research Student, Uni- Population movements in certain northern 
versity of Leeds. (Renewal.) towns during the early part of the nine- 

teenth century. 


An offer of awards for 1959/60 will be made in due course. Further 
information may be obtained from the Secretary, Houblon-Norman Fund, 
c/o Bank of England, London, E.C.2. 


Tue following have been admitted to Life Fellowship of the Society: 


Ballester, J. H. McLughan, H. E. I. Varma, V. P. 
Jayawardena, N. U. 
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Tue following have been admitted to Fellowship of the Socieiy: 


Ackroyd, D. Evans, D. M. Olaseinde, F. O. 
Akkara, P. V. Gill, W. T. H. Onyebuchi, O. 
Allhusen, D. Goate, P. J. Oshima, Prof. H. T, 
Andic, F. M. Gurg, M. C. Osman, H. A. 
Appleton, P. G. Hagger, A. J. Perkins, Dr. J. O. N. 
Attwood, T. J. Hamlyn-Harris, H. L. _‘ Peters, O. O. 
Barber, Prof. W. J. Head, J. G. Price, H. G. 

Batty, J. C. Hillan, J. Rees, G. L. 

Belshaw, Dr. M. Hunt, Miss S. B. Sailors, Prof. J. W. 
Bercow, S. Ita, A. O. Scott, I. D., Jnr. 
Bernasek, N. Jayachandran, Prof. G. Scott, J. W. 

in den Bosch, Dr. B. J. Jones, R. C. Shuetrim, C. 
Candler, Dr. W. Kotas, R. Siegel, Prof. P. N. 
Chapman, R. Mar, P. Singh, J. 

Chawcour, E. S. Morgan, D. F. P. Snelgrove, G. F. 
Chokshi, R. B. Murphy, Prof. M. E. Speedy, S. L. 

Colley, G. A. Natarajan, P. Stobbe, Dr. A. 

Dack, C. Nayak, U.N. di Tella, Dr. G. 
Eady, G. E. North, J. O. Thompson, F/L R. J. 
Eltis, W. A. Ogu, C. S. Van Noord, A. 


Esteve, T. A. 


Tue following have been admitted to Library Membership of the 
Society: 


Banco Nacional de Fomento, Tegucigalpa, Honduras. 

College of Technology, Art & Commerce, Oxford. 

Committee for Economic Development, Washington. 

Institute of Economic Development & Research, University of the 
Philippines. 

National Economic Council, Manila, Philippines. 

Punjab National Bank Ltd., Delhi. 

The Research Unit Ltd., London. 

Service de la Statistique et de la Mécangraphic de la Cote d’Ivoire, 
Abridjan. 

United Kingdom Information Services, Toronto. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society 
Vor. 121, Part I, 1958. Recent Developments in Ec ic Statistics: SiR H. Campion. The 
Depreciation and Mortality of Motor-cars: J. S. CRAMER. The British Propensity to Save: 
L. R. Kiem. A Note on the Comparison of Exchange Rates and Purchasing Power between 
Countries: R. C. Geary. Generalization of Yastremsky’s Formula for Analytical Graduation of 
Fertility Rates: I. Lan. 





Economica 


Vor. XXV, No. 98, May 1958. Inflation in the United Kingdom, 1948-1957: F. W. Patsu. 
A Fallacy in the Interpretation of the Cash Balance Effect: E.J. MisHan. A Dynamic Analysis of 
Structural Change in a Leontief Model: M. Morisuima. The London Assurance Company and 
the Marine Insurance Market of the Eighteenth Century: A. H. Joun. The English Capital 
Market before 1914: A. K. Catrncross. Some Strange Marriages between the Income- 
Expenditure Lag and Variable Prices: A Reply: W. Beckerman; A Rejoinder: J. SpRaos. 
Demand Theory Further Revised or Goods are Goods: H. G. JoHNson. Statistical Inference: 
A. STUART. 


The Manchester School of Economic and Social Studies 


Vor. XXVI, No. 2, May 1958. An Index of Wage-rates by Industries: E. Devons and R. C. 
Octey. Some Reflections on the Philosophy of Prices: JOAN Ropinson. The Depreciation 
Multiplier and a Generalized Theory of Fixed Capital Costs: B. Horvat. The Leontief Paradox 
Critically Examined: E. HOFFMEYER. 


Oxford Economic Papers 


Vou. 19, No. 2, June 1958. The Measurement of Real Income: J. R. Hicxs. Is the National 
Debt a Burden?: J. E. Meape. Automatic Market Clearance and Innovations in the Theory of 
Employment and Growth: W. FELLNER. An Integration of Employment Economics Within the 
Keynesian Theory of Money Flows: H. VANDENBORRE. Productivity and Inflation: T. 
Batocu. Prices, Productivity, and Incomes: G. D. N. Worswicx. 


Bulletin of the Oxford University Institute of Statistics 


Vor. 20, No. 2, May 1958. The 1955 Savings Survey: M. J. Erritr and J. L. NicHoison. 
The Finance of Small Business: J. A. Bates. The Purchasing Power of the Soviet Rouble: A. 
Nove. The Economics of House-work: C. CLARK. Appendix on Sources and Methods: 
M. FG. Scorr. 


The Journal of Industrial Economics 


Vo. VI, No. 3, June 1958. Positive and Negative Controls in Business: Sir G. Vickers. A 
Measure of the Rate of Technological Progress in the Petroleum Refining Industry: J. L. Enos. 
Economic Aspects of Urban Land Use Patterns: E. M. FisHer. Organization Efficiency: S. 
ForpHAM. Labour Productivity in Department Stores: A. P. MCANALLY and M. E. Scorr. 
Sales Per Person and Size in Retailing: Some Fallacies: W.G. MCCLELLAND. Certain Aspects of 
the Industrial Structure of India: V.V.RAMANADHAM. The Pace of Automation: an American 
View: R.E. Stestincer. The World Dollar Problem: F.W. Patsu. 


Scottish Fournal of Political Economy 


Vou. V, No. 2, June 1958. Symposium on Wages Policy. Wages Policy and Inflation: A. K. 
Carncross. Wage Stability and Employment: J. R. Parkinson. The Inadequacy of Recent 
Wage Policies in Britain: D. J. RoBeRTSON. Can Britain Have a Wage Policy?: A. FLAN- 
DERS. Wage Policies Abroad: T. L. Jounson. Comments by E. H. PHEetps Brown, 
H. G. Jounson, B. C. Roserts, A. J. Brown, D. T. Jack, A. D. Camper, H. A. 
Turner and J. C. R. Dow. 
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London and Cambridge Economic Bulletin 


New Series, No. 26, June 1958. British Economic Policies: E. A. G. ROBINSON. New Index 
Number of Industrial Production, 1900-1938: K. S. Lomax. Home Finance: R. F. G 
Atrorp and H. C. Epey. Recent Trends in the Demand for Labour: L. A. Dicks-Mirgary 
Prices and Wages: R.G. D. ALLEN and H.S. Booker. International Finance: A.C. L. Day. 


Accounting Research 


Vot. 9, No. 2, Aprit 1958. Legal and Accounting Principles: H. McCrepie. The Auditor 
Encounters Electronic Data Processing. “ Writing Off”: J. A. Scott. John Weddingtor'; 
A Breffe Instruction, ]567: B.S. Yamey. Cost, Price, Profit and Volume Reactions Furth 
Considered: K. C. BANERJEE. The Development of Sales Taxation: P. J. GALLAGHER, 


British Tax Review 


June 1958.. The Budget and the Finance Bill: J. E. Tatsor. An Introduction to Purchase Tax: 
A. T. Grieve. The Taxation of Capital Gains in the United States and the United Kingdom: II: 
W. W. Brupno and L. D. Hortmann. Estate Duty on Disclaimer of a Life Interest: J. R. 
Lincarp. Rating Relief for Charitable and Other Non-profit Making Organisations: XK. Ff. 
GoopFELLow. Corporation Duty: F. V. Stave. Late-age Entrants: W. Puiu, 
Modern Methods of Minimising Taxation: IX: Provisions for Accumulation: G. Cross. 


Population Studies 


Vot. XII, No. 1, Jury 1958. The Reproduction Rate in Latin America: Levels, Differentials and 
Trends: T. Lynn Smitru. A Fertility Analysis of New Zealand Marriage Cohorts: E. G. 
Jacosy. Reproductive Histories of Chinese Women in Rural Taiwan: Cui-Hsten Tuan. Th 
Distribution of Births in Human Populations: W. Brass. The Role of the Foreign-languay 
Press in Migrant Integration: J. ZUBRZYCKI. 


The British Journal of Sociology 


Vor. IX, No. 2, June 1958. Karl Pearson: Socialist and Darwinist: B. SEmMEL. Kinship 
and Social Legislation: P. Wittmotr. Oligarchy in the British Communist Party: G. W. 
GRAINGER. Some Sociological Determinants of Perception: B. BERNSTEIN. The Pursuit of the 
Millennium in Melanesia: L. P. Marr. 


The Sociological Review 


Vot. 6, No. 1, Jury 1958. Sociometry, Prefects and Peaceful Co-existence in a Junior School: 
W. A. L. BrytuH. The Dual System and the Performance of Children in an 1] plus Examination: 
BroTHER Grecory. The Four Labour Cabinets: J. BoNNorR. Freud and American Psycho- 
logy: R. N. SAnrorp. A Note on Rural Depopulation and Social Provision: H. E. Bracey. 
Some Aspects of the Social Structure of a Roman Catholic Parish: C. K. Warp. Cultura 
Conformity in Urban Areas: An Introduction to the Crown Street Study in Liverpool: J. B. Mavs. 
The System of Democracy in Britain: L. Tivey. 


International Affairs 


Vo. 34, No. 3, Jury 1958. The Asian Revolution: W.D. Ciarx. The Algerian Dilemma: 
E. Beur. The Cyprus Problem in Relation to the Middle East: Lorp HaRpING oF PETHER- 
TON. The East-West Problem as Seen from Berlin: W.Branpt. New Groupings Among the 
Arab States: S.H. Loncricc. The International Status of South-West Africa: M. Scott. 


The Banker 


Vor. 108, No. 389, June 1958. Commonwealth Kites. Montreal and Free Trade. Recession 
Round-up: I. G. Harper. Indonesia’s Financial Rebellion: B. BEEDHAM. Other People's 
Salaries. No “ Freezing” of Letter of Credit: L. WEBLEY. 

Vor. 108, No. 390, Jury 1958. Full Circle. Convertibility of EPU. The Economics of Dt 

Gaulle: J. W. Saxe. Competition in Export Credits. Lombard Street through the Criss. 

Italy’s Oil Hopes: A. Cassuto. 
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The Bankers’ Magazine 

Vor. CLXXXV, No. 1370, May 1958. A Deflationary Budget: S. Frowen. The British 

Balance of Payments 1957-58: S. FRowen. Survey of Economic Conditions in the U.S.A.: 

ivocal Figures in Unemployment. The Contribution of the European Coal and Steel Com- 
munity to European Development: G. Bertuotn. Israel’s First Ten Years: A. HAzLEwoop. 
Distributed Dividends, Earnings Cover and the Price of Shares: H.W. Stncer. The First Ten 
Years of the O.E.E.C.: J. F. CAHAN. 

VoL. CLXXXV, No. 1371, June 1958. Five-and-a-half Per Cent. Wage Policy or Monetary 
Policy: The Dilemma of the Federal Reserve System: S. Weintraus. Survey of Economic 
Conditions in the U.S.A.: Well Founded Hopes for an Upturn or a Mirage? The State of Scottish 
Banking Statistics: M. Gaskin. The Milan Trade Fair and the Common Market of Six: 
G. H. Morison. 

Vor. CLXX XVI, No. 1372, Jury 1958. Can we Afford to Expand?: K. Lacey. Advancing 

Steam Banking: J. E. Wapswortu. X-Ray of German Interest Rates: K. RicHEBACHER. 
Survey of Economic Conditions in the U.S.A.: The First Signs of a Better Turn. 


Barclays Bank Review 


Vou. XXXIII, No. 2, May 1958. The Question of Expansion. The Future of the Social 
Services. Central Banking in Africa. 


District Bank Review 


No. 126, June 1958. Elusive Conceptions of Wages: T. Procter. In the Event of a Slump: 
H. G. JoHNsON. 


Lloyds Bank Review 


No. 49, Juty 1958. The Welfare State and Its Finances: W. Hacensucu. The Arts and 
Public Patronage: Str W. Emrys Wiiuiams. The Terms of Trade: A. C. L. Day. 


The National Provincial Bank Review 


No. 42, May 1958. The British Motor Industry: J. M. A. Smrru. The Atlantic Alliance: 
R. Goo.p-ADAMs. “ 


The Three Banks Review 
No. 38, June 1958. The Problem of Living within our Foreign Earnings Further Considered: 
E.A.G. Ropinson. Could there be an Amateur?: D. BATCHELOR. The Royal Bank and the 
London-Edinburgh Exchange Rate in the Eighteenth Century. 


Westminster Bank Review 
May 1958. New Wine in Old Bottles: Some Thoughts on Full Employment and Inflation: B 


DE JOUVENEL. The American Business School: O.S. Hiner. Grassland and the Dairy Cow: 
C. S. BARNARD. 


Fabian Journal 


No. 25, Jury 1958. Planning the Social Services: B. Apeu-SmituH. The American Recession: 
R.Newp. Britain’s Dollar Losses: J. MrrcHety. The Future of the Co-ops: L. COHEN. 


Planning 
Vor. XXIV, No. 422, May 1958. The Price of Stability. 
Vor. XXIV, No. 423, June 1958. New Research Programme. Problems of Freer Trade in 
Europe: M. Camps. 
Vor. XXIV, No. 424, June 1958. The British Film Industry 1958. 


Town and Country Planning 
Vou. XXVI, No. 5, May 1958. New Towns after 1960. Study in Neighbourhood Planning: 
Il: G.B. Tavtor. The “ Hemel Hempstead ”’ Layout Study: A Lead for Serious Discussion. 
Our Villages as Dormitories: M. Cxusnotm. The Industrial Heritage of Britain: J. PeaKe. 
The Irish Fan: B. CRACKNELL. 
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Vor. XXVI, No. 7, Jury 1958. Higher Density or More Dispersal: A Note on some Relatis 
Costs. Public Planning and Private Enterprise. National Parks of New South Wales: J 
FosTER. 


The Journal of the Institute of Transport 


Vot. 27, No. 10, May 1958. The Control of Air Traffic: W. E. G. MANN. Relations ix 
Industry: D. M. Sincrarr. Efficiency versus Cost in Public Transport: Sir J. Exxior, 


Steel Review 
The British Steel Industry 1958. 


Progress 
Vout. 46, No. 258, Sprinc 1958. New Perspectives for Europe: P. SpAax. The Commm 
Market is Five Years Old: R. Mayer. Halls of Residence: Str K. Murray. Gas Chn. 
matography: KR. CacpeR. The London Average Market Letter Committee: W. T. Hn 
Company Taxation Compared: E. B. Norrcutrre. Steak or Sputniks?: J. V. Davunsoy. 
Houston. University Science and General Education: J. A. RATCLIFFE. 


Statistical and Economic Review (United Africa Company) 
No. 21, Marcu 1958. The Finance of Development in Tropical Africa: II. 


Hard Fibres 


No. 29, June 1958. World Situation. Output Trends 1958. London Stock Exchange Quotations 
Cordage Exports and Sisal Demand. 


The Economic Record 
Voit. XXXIV, No. 67, Aprit 1958. The Australian Economy, March 1958. The Shape of 
the Australian Economy, 1861-1900: N. G. Butuin. The World Dollar Problem and Sterling: 
J. O. N. Perkins. Demand Analysis and the Savings Function: 1. F. PEARCE. Comparatix 
Productivity in Manufacturing Industry: A Case Study of Australia and Canada: A. Matz. 


The Australian Quarterly 
Vou. XXX, No. 1, Marcu 1958. The Rise of the Australian Council of Trade Unions: R.M. 
Martin. The End of the Dictation Test: A. C. PALFREEMAN. Oman and the Trucial Coas: 
E. C. B. MacLaurin. Post-war Immigration and Industrial Development in Australia: E.R. 
Woo .MINGTON. 


The South African Journal of Economics 


Vot. 25, No. 1, Marcu 1958. The Role of Gold Today: R. F. HARRop. On the Statistical 
Measurement of Demand: I: O. P. F. Horwoop. Rhodesian Tobacco and World Markets: 
G. E. Appicotrr. Price Analysis in the Leather Industry: A Theoretical Analysis: R. T. 
McKinneEti. Economic Development and Economic Incentives: S. D. NEUMARK. 


Finance and Trade Review (Volkskas Lid.) 


Vor. III, No. 1, Marcu 1958. Foreigh Capital: I: A Reappraisal of our Needs: J. L. Save. 
Recent “‘ Paradoxical” Tendencies in the South African Economy: G. pE Kock. The Signif- 
cance of Agriculture in the Economic Structure of the Union. 


The Canadian Journal of Economics and Political Science 


Vor. 24, No. 2, May 1958. The Support of Social Science Research in Canada: S. D. CLark. 
Ghana, the West, and the Soviet Union: D. G. ANciin. Canadian Business Cycles since 1919: 
E. J. CuamBers. Membership in a Becalmed Protest Movement: L. Zaxuta. Resource 
and Responsibility: A.Scorr. Trends in Class Fertility in Western Nations: D. H. WRov6. 
One Constituency in the Federal Election of 1957: P. W. Fox. The Post Office since 1867: 
A. W. Currie. Frontiers and Forms of Enterprise: G. R. Evuiotr. 
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Sankhya 


Vou. 19, Parts 1 AND 2, FesRuaARY 1958. Comparison of Populations whose Growth can be 
Described by a Branching Stochastic Process, with special reference to a Problem in Epidemiology: 
A. T. BuarucHA-Reip. Weak Convergence of Measures on Separable Metric Spaces: V. S. 
VARADARAJAN. On the Convergence of Sample Probability Distributions: V.S. VARADARAJAN. 
A Note on Finitely Additive Measures: R. R. Rao. National Sample Survey Number Ten: 
First Report on Land Holdings, Rural Sector. On the Efficiency Factor of Block Designs: J. Roy. 
Simplified Proofs of Some Results in the Theory of Optimal Designs: 1. M. CHAKRAVARTI. A 
Note on Distance between Two Populations: S. R. ADKE. 


The Malayan Economic Review 


Vou. II, No. 2, Ocrosper 1957. Excess Population and Capital Construction: R. NurksE. 
Staff Relations in the Government Services of Malaya: C. Gampa. Social Security and Economic 
Development: with Comments on Social Security Proposals for Singapore: 1. C. MERRIAM. 
Western Enterprise in Indonesia and Malaya: F. BENHAM. Money in Malaya: P. A. Witson. 

Vou. III, No. 1, Apriz 1958. LEnterpreneurship in a Plural Economy: G. K. Swer. Capital 
Accumulation and the Theory of International Trade: H. Krramura. Land Disintegration and 
Land Policy in Malaya: U. A. Aziz. Notes on Malayan Monetary Problems: F. H. H. Kine. 
Planning for an Expanding Economy: U Tun Wat. The People and Land of Communist China: 
§, KLEIN. 


International Labour Review 


Vor. LXXVII, No. 5, May 1958. Some Aspects of Investment Policy in Underdeveloped Coun- 
tries. Problems of Australian Compulsory Arbitration: K. Larrer. Economic Stability and 
Social Security. 
Vor. LXXVII, No. 6, June 1958. The Influence of International Labour Conventions on Swiss 
Legislation: A. BERENSTEIN. Management—Labour Relations in Selected Arab Countries: 
Major Aspects and Determinants: Y. A. SAYIGH. 
Vor. LXXVIII, No. 1, Jury 1958. A Fresh Analysis of the Rochdale Principles: I: P. 
LamBeRT. Inter-racial Wage Structure in Certain Parts of Africa. Manpower Planning in “ 
India: B. N. DaTAR. The Study of Unemployment Due to Winter Weather: T. GALLAND. 


International Financial Statistics 


Vor. XI, No. 5, May 1958. New pages and notes for Chile. 

Vot. XI, No. 6, June 1958. New pages and notes for Argentina. 

Vot. XI, No. 7, Jury 1958. New data on sterling liabilities. New pages and notes for 
Jordan. 


International Monetary Fund Staff Papers 


You. VI, No. 2, Aprit 1958. National Currency Counterpart of Drawings on the Fund. Eco- 
nomic Development in India: The First and Second Five Year Plans: N. A. SARMA. Advance 
Deposits on Imports: J. MARSHALL. A Note on Gold Production and Additions to International 
Gold Reserves: O. L. Attman. Exchange Depreciation, Financial Policy, and the Domestic 
Price Level: J. M. FLEMING. 


United Nations Economic Bulletin for Europe 


Vou. 10, No. 1, 1958. Current Economic Developments in Europe. The International Impact of the 
United States Recession. 


United Nations Economic Bulletin for Latin America 


Vot. III, No. 1, Marcu 1958. The Latin American Regional Market. Latin America’s Trade 
with the Common Market Countries of Europe. Development Policies and Programmes: H. B. 
NERY. 
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United Nations Bulletin on Industrialization and Productivity 


No. 1, Aprit 1958. Capital Intensity in Industry in Under-developed Countries. Choice of Te 
nology in Industrial Planning: J. ‘TinBERGEN. Capital Intensity in Heavy Engineering Cm, 
struction. Hire-purchase Loans for the Mechanization of Small Industry: J. E. STEPANEK. [Jy 
of Accounting as an Aid to Management in Industrial Enterprises in Under-developed Countrig: 
G. Ronson. Round-table Discussion on Industrial Management in Under-developed Are; 
Current Activities under the Aigis of the United Nations in the Field of Industrialization and Pry. 
ductivity. Select List of Titles on Industrialization. 


Econometrica 


Vot. 26, No. 2, Aprit 1958. A Probabilistic Theory of Utility: R.D. Luce. An Econometyi, 
Investigation of Regional Differentials in American Agricultural Wages: R. J. WOLFSON. Topp. 
logy of Second Order Linear Difference Equations with Constant Coefficients: W. J. BAuMOoL. 4p 
Experiment in Bargaining Games: J. J. STONE. A Note on Expectations and Stability: K, J, 
Arrow and M. Nertove. A Variance Formula for Marginal Productivity Estimates Using 
the Cobb-Douglas Function: H. O. Carter and H. O. Hart iey. 


Public Finance 


Vor. XIII, No. 1, 1958. Some Reflections on the Scope and Methods of Macro-economic Theory of 
Tax-shifting: C. GorpHART. Inflation und Steuerverteilung: C. WELLINDER. The Foundo- 
tions of Highway-user Taxation: J. W. McGuire. The Stabilisation of the Bolivian Pes: 
O. E. Moore. The Great Depression in an Export Economy: A Case Study of the Sudan; 
Z. M. KusinskI. 

Kyklos 

Vot. XI, No. 2, 1958. The Quest for a Stabilization Policy in Primary Producing Countries: 4 
Symposium, with contributions by R. Nurksg, J. H. Apier, P. ‘if. BAveErR and F. W. 
Patsy, M. By#, Sir S. Carne, J. GoupRIAAN, R. F. Harrop, A. Karka, K. Knorr and 
R. S. PorTErR. 


American Economic Review 


Vou. XLVIII, No. 2, May 1958. Papers and Proceedings of the Seventieth Annual Meeting of 
the American Economic Association. 

Vot. XLVIII, No. 3, June 1958. The Cost of Capital, Corporation Finance and the Theory of 
Investment: F. Mopicuiant and M. H. Miter. Policy Analysis: C. E. Lanpstow. 
Capital Longevity and Ec ic Development: R. C. Birrz; Mathematical Note on Optimum 
Longevity: F. M. Westrietp. “‘ People’s Capitalism” and Stock-Ownership: V. Peru. 
The Production Ceiling and the Turning-point: K. D. Roose. Ricardo and the 93% Labw 
Theory of Value: G. J. STIGLER. 








The Annals of the American Academy of Political and Social Science 
Vot. 317, May 1958. The Satellites in Eastern Europe. 


The Quarterly Journal of Economics 


Vor. LXXIII, No. 2, May 1958. A Letter from Adam Smith: Z. C. Dicxtnson. Is th 
Income of the “* Cadres”’ a Special Class of Wages?: J. MARCHAL and J. Lecartion. _Inia- 
national Specialization and the Concept of Balanced Growth: J. SHEAHAN. What is the Economic 
System?: D. McC. Wricut. The Classical Economists and the Factory Acts: A Re-examinatio: 
M. Biauc. Adaptive Expectations and Cobweb Phenomena: M.NeERLOvE. Competition, Credit 
Policies, and the Captive Finance Company: P. H. BANNER. Location and the Theory of Pr- 
duction: L.N. Moses. The Effect of Devaluation on the Price Level: E. SOHMEN. 


The Review of Economics and Statistics 


Vor. XL, No. 2, May 1958. The State of Economic Science: W. Leontier. Forces Widen 
Occupational Wage Differentials: R. Pertman. A Theory of the Responsiveness of Hours 
Work to Changes in Wage Rates: F. Grcpert and R. W. Prouts. The Renaissance of Sovid 
Statistics: H. Scuwartz. Communist China’s National Product in 1952: A. Ecxsraix. 
The Operation of Trade within the Soviet Bloc: N. SputBeR and F. Genrers. Job Analysis 
and Historical Productivities in the American Cotton Textile Industry: A Study in Methodolog: 
T. Y. Suen. The Stability of Business Capital Outlays: R. Linpsay. 
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Explorations in Entrepreneurial History 


vou. X, Nos. 3-4, Aprit 1958. The Research Center in Entrepreneurial History in Retrospect: 
T. C. Cocuran, H. G. J. Arrxen and F. L. Repuicu. Entrepreneurship and Personality: 
J. W. ATKINSON and B. F. Hoserirz. Merchants of Ante-bellum New Orleans: R. E. 
Roeper. TJoward a Theory of Entrepreneurship for the Arab East: Y. A. SayicH. Some 
Notes on Swedish Entrepreneurs in the 1870s: L. JORBERG. A Note on the Motivation of Per- 
sonnel Management: H. J. HAGEDORN. 


The Journal of Economic History 


Vou. XVIII, No. 1, Marcu 1958. The Intellectual Origins and New-Worldliness of American 
Industry: C. L. SaANForp. An Overdose of Slavery: C. G. Starr. The Fall of Silver in 
Mexico, 1870-1910, and its Effect on American Investments: D. M. PLETCHER. 

Vou. XVIII, No. 2, June 1958. American Versus West Indian Traders in Liverpool, 1793-1815: 
§.G. CHECKLAND. The Knights of St. Crispin in Massachusetts, 1869-1878: J. P. Haut. 
The Knights of Labor and the Trade Unions, 1878-1886: G. N. Gros. 


Harvard Business Review 


Vor. 36, No. 3, May-June 1958. Put the Board of Directors to Work: E.E.Smrru. Do Ad. 
Readers Buy the Product?: D. Starcu. Reappraisal of Appraisals: P.R. Ketry. Freedom, 
Authority and Decentralization: B. E. Kuineand N.H. Martin. Trade Unions—Romance and 
Reality: B. M. Serexman. The Liberal Arts in Management: C. A. NEtson. Twenty 
Years of Corporate Earnings: S. Corrie and T. Wurman. Challenge to Public Accounting: 
L. SPACEK. 


Review of Social Economy 


Vor. XVI, No. 1, Marcu 1958. Natural Resources and Public Policy: M. J. FrrzGERavp. 
The Current Merger Movement: J. P. McKenna. Consumer Debt and Inflation: E. A. Kurtu. 
The Migrant Worker Today: L. F. Bucxtey. Married Working Women: J. L. Toner. 


Economic Geography 


Vor. 34, No. 3, Jury 1958. The Changing Relation of Natural Resources to National Security: 
H. J. Barnett. Inishbofin—an Atlantic Island: T. W. FREEMAN Community of Interest 
Areas: Notes on the Hierarchy of Central Places and their Hinterlands: F.H.W.GrREEn. The 
Papaloapan Project: An Experiment in Tropical Development: W. W. Winnie. The Braun- 
schweig Industrial Area: R. E. Dickinson. Jrrigation in Jordan: H.R. J. Davies. Popula- 
tion: A Challenge to California’s Changing Citrus Industry: P. F. Grirrmy and R. L. CHATHAM. 


The Journal of Accountancy 

Vou. 105, No. 5, May 1958. Averaging Income for Tax Purposes: W.E. Dickerson. Changes 
in Public Accounting: A. C. Tretyen. Reliability of Audit Evidence: R. K. Mautz. Short- 
term Forecasts in Industry: G. ZIMMERMANN. 

Vou. 105, No. 6, June 1958. Depreciation Accounting: P.T.Norron. Economic Accounting in 
the U.S.: J. P. Powetson. Labor’s View of Financial Reports: W. F. Puussury. Is a 
Standard Cost System the Answer?: J. H. Hennessy. Budgeting and Accounting: J. PEvey. 

Vor. 106, No. 1, Jury 1958. Standards for the Review of Internal Control: R. K. Mautz. 
Taxes in Organizing a Business Abroad: A. CAMERON. Sociological Accounting: B. AOoYAct. 


Revue d’ Economie Politique 


Vor. 68, No. 2, MarcH-Aprit 1958. Structures sociales et croissance économique: Sur les 
limites d’une théorie économique de la croissance: R. BARRE. Structures sociales et croissance 
économique sous les régimes socialistes—collectivistes: A. Masnata. La monnaie en économie 
socialiste: J. MARCZEWSKI. 

Vow. 68, No. 3, May-June 1958. Un centenaire: Veuvre de H. H. Gossen (1810-1858) et sa 
writable structure: G. H. Bousquet. Des dimensions de quelques grandeurs économiques: P. 

Manes. Les taux de change flexibles dans le cadre du marché commun: A. Corra. 
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Revue de Science Financiére 


Vor. L, No. 3, Juty-SEPTEMBER 1958. Aspect prévisionnel du budget des organisations inty. 
nationales: C. A. Cotuiarp. Obstacles a la croissance et organisation des marchés en pays soy. 
développés: L. de Carson. L’Impét sur les sociétés comme instrument de la politique economigu: 
L. Dini. Artisanat et fiscalité: M. Penoutt. Aspects financiers et économiques de la notig, 
d’impasse: J. L. VAUZANGES. 


Population 


Vor. 13, No. 2, Aprit—JunE 1958. Enseignement et population. Croissance des effectifs scolair 
et besoins en maitres: R. Pressat. Les travaux de la Commission de l’équipement scolaire 
Commissariat général au Plan: J. Fourastré. Evolution de la distance séparant le domicile dy 
Suturs époux: J.SuTrer. Le niveau intellectuel des recrues du contingent: M.de Monrwotuy, 
Montyon, véritable auteur des ‘Recherches et considérations sur la population,” de Moheau: f, 
EsMONIN. 


Consommation 


Vot. V, No. 1, JANUARY—Marcu 1958. La distribution des revenus non agricoles: G. Rorring, 
Les budgets familiaux en 1956: G. Rottier and E. SALEMBIEN. La consommation en 1957: 
L. DEsPLANQUEs. 

Vot. V, No. 2, Aprir—June 1958. La consommation de 1950 a 1957. 


Bulletin de U Institut de Recherches Economiques et Sociales 
VoL. XXIV, No. 4, June 1958. La Belgique en 1957. 


Revue de I’ Institut de Sociologie 


No. 1, 1958. La planification régionale en France: J. MEyNAUD. L’influence de la technique sw 
les familles montagnardes: K. ROEMER. Considérations sur la théorie des conflits coloniaux: §, 
BERNARD. Considération sur l’absentéisme et P’instabilité du travailleur indigéne dans le Sud-Kivw: 
A. Gopart. Les syndicats belges et la C.E.C.A.: R. RiFFLET. 


Die Weltwirtschaft 
No. 1, 1958. Weltwirtschaftlicher tiberblick. Landerberichte. Marktberichte. 


Schmollers Jahrbuch 


Vot. 78, No. 3, 1958. Arthur Spiethoffs wissenschaftliches Lebenswerk: G. CLAusING.  National- 
dkonomie als Sozialwissenschaft: kritische Bemerkungen zur herrscheden dkonomischen Theorie: 
H. SANMANN. Arbeit und Wirtschaft: A. AMonn. Die sozial-biologische Aufgabe der Frau: 
R. von UNGERN-STERNBERG. 


Wirtschaft und Statistik 


Vor. 10, No. 4, Apriz 1958. Die berufliche Eingliederung der Vertriebenen 1954/55: XK. 
HorsTMANN. 

Vot. 10, No. 5, May 1958. Das Sozialprodukt im Jahr 1957: K.H. Raas and O. Scuorry. 
Die Aufwendungen der Unternehmen fiir die Arbeitnehmer im Jahr 1955. 

Vor. 10, No. 6, June 1958. Zum Einsatz von Grossrechenanlagen in der amilichen Statistik: K. 
SzameiratT and H. J. Zinpiter. Das Sozialprodukt im Jahre 1957 in konstanten Preisen: 
K. H. Raabe and O. ScuOrry. Die Gréssenklassen der Handwerksbetriebe nach der Zahl de 
Beschaftigten: D. Kunz and H. Prarr. 


Jahrbiicher fiir Nationalékonomie und Statistik 


Vor. 170, No. 1-3, May 1958. Otto von Zwiedineck-Stidenhorst zum Gedéichtnis: G. Av 
BRECHT. Die wirtschaftliche Lage Deutschlands vor Ausbruch des Dreissigjéhrigen Krieges: ¥. 
Lice. Jnvestition und Zins: E. Preiser. Besitzen die Gewerkschaften Monopolmacht?: 8. 
PrisTER. Der Hoizmarkt im Zeitalter der Grossindustrie: J. SPEER. 

Vot. 170, No. 4, Jury 1958. Anpassung und Gleichgewicht am Markt: H. Arnvt. Von de 

Fiirsorge zur Sozialarbeit: W. Feup. Wirtschaftstheoretische Finanzpolitik: H. C. Rect 

TENWALD. 
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Keitschrift fiir die Gesamte Staatswissenschaft 
Vou. 114, No. 2, 1958. Die italienische Stidfrage: F. V6cutinc. Eigenart und Aufgabe haus- 
wirtschaftlicher Forschung: E. EGNER. Marktsoziologie und Entscheidungslogik: H. ALBERT. 
Die wirtschaftlichen Auswirkungen amerikanischer Rezessionen auf die iibrige Welt: E. von 
BOvENTER. 
Bayern in Zahlen 


Vor. 12, No. 4, Apriz 1958. Das Sozialprodukt Bayerns im Jahre 1956: H. ScHMUCKER. 
Bayerns Bevolkerungsbilanz 1957: W. Mater. Die Hackfruchternte in Bayern 1957: F. 
[uner. Die holzverarbeitende Industrie in Bayern: L. LEIBERICH. 

Vor. 12, No. 5, May 1958. Die Wanderungeniiber die Landesgrenze Bayerns 1957: W. Mater. 
Die Anbauabsichten im erwerbsmdssigen Gemiisebau in Bayern 1958: F.Ittner. Die Schweine- 
hestinde in Bayern: J. Bucx. Die Lage der bayerischen Wirtschaft zu Beginn des Friihjahres 
1958: L. LerpericH. Der bankmdssig organisierte Teilzahlungskredit in Bayern 1956-7: 
H. Mayr-ERLACHER. Die Entwicklung der Beitragssdtze innerhalb der sozialen Krankenver- 
sicherung in Bayern: E. Scumipr. 

Yo. 12, No. 6, June 1958. Die Ehescheidungen in Bayern 1957: W. Mater. Die Wanderung 
wm Land in die Stadt hat abgenommen: W. Mater. Die Entwicklung der Einzelhandelsumsatze 
in Bayern von 1954 bis 1957: J. Lerpner. Die Binnenschiffahrt in Bayern von 1950 bis 1957: 
J. Lerpner. Der kommunale Haushalt in Bayern im Rechnungsjahr 1956: J. WiRNSHOFER. 
Der soziale Wohnungsbau in Bayern: F. ENGEL. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vor. 94, No. 2, JuNE 1958. A la mémoire de William E. Rappard. Der “‘ Moégliche Wettbe- 
werb” als schweizerische Lésung des Kartellproblems: F. MARBaAcH. Aufbau und Charakter der 
amerikanischen Wirtschaftsmacht in weltpolitischer Betrachtung: M. SitperscHmipt. A Case 
Study of U.S. Monetary Policy: Reserve Requirements and Inflationary Gold Flows in the Middle 
30s: K. BRUNNER. Critére de sélection pour le choix des variables dans l’analyse de régression: 
H. Linnart. Der Konsument als Bestimmungsfaktor fiir die Konjunkturentwicklung in den 
Vereinigten Staaten: H. Wyss. 


Aussenwirtschaft 


Vor. 13, No. 1-2, Marcu—June 1958. Gemeinsamer Markt fiir 6 oder 17?: A Symposium on 
the European free trade area, with contributions by H. BacuMaANN, H. C. BinswaANnGER, 
A. BossHARDT, A. DELPEREE, W. EIsENBEIss, R. F. HARROD, T. KELLER, F. KNESCHAUREK. 


Keitschrift fiir Nationalékonomie 
Vor. XVII, No. 4, 1958. Otto von Zwiedineck-Siidenhorst, 1871-1957: W. WerEsER. Keynes 
und die Geschichte der klassischen Nationalékonomie: T. W. Hurcuison. Intellectual and 
Political Roots of the Older Austrian School: E. Kauper. Produktionsfunktionen fiir die dster- 
reichische Landwirtschaft: G. TintNeR. Angebots- und Nachfragefunktionen fiir einige Fleisch- 
sorten in Osterreich: G. TinTNER. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vou. XXXI, No. 4, 1958. Die wirtschaftliche Lage in Osterreich. Der Bundeshaushalt im Jahre 
1957. 

Vor. XXXI, No. 5, 1958. Die dsterreichische Konjunktur im Frithjahr 1958. Die wirtschaft- 
liche Lage auf den einzelnen Gebieten. Die weltwirtschaftliche Verflechtung Osterreichs. 


De Economist 


No. 15, May 1958. Prijsvorming en inkomstenvorming: Het vraagstuk van de koppeling van lonen 
en projzen: J. VAN DE WoesTIjNE. De betekenis van het Amerikaanse onderwijs voor Nederland: 
Ill: H. M. H. A. vAN DER VALK. Enige kritische opmerkingen over het rapport aanbest- 
tdingswezen en projsvorming: N. CORTLEVER. 

No. 6, June 1958. Prof. Frangois de Vries: G. M. VeRRiN Stuart. Monetaire en financiéle 

aspecten van het Benelux-beleid: L. DE Brock. Volkshuisvesting op lange termijn: M. J. ’T 

Hoorr. Opmerkingen en aantekeningen: W. Peters and H. G. Jonnson; Comment: J. 

WEMELSFELDER. 
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Giornale degli Economisti e Annali de Economia 
Vor. XVII, No. 1-2, JANUARY-FEBRUARY 1958. Soliloquio Paretiano. Del Giornale Pan, 
tiano e dell’ unitd analitica come criterior d’integrazione della scienze sociali: ‘T. BAGIOTTI, Mm 
Journal: V. Pareto. Grandezze e pericoli della nuova storiografia numerica: G. Demagy, 
Vor. XVII, No. 3-4, Marcu-Aprit 1958. Mon Journal: V. Pareto. Nota su Pare: 
G. ta Feria. Ristampando il Pantaleoni: G. U. Part. 


Review of the Economic Conditions in Italy (Banco di Roma) 
Vor. XII, No. 3, May 1958. Present Situation and Prospects of the Italian Chemical Industy: 


B. Orsont. Post and Telecommunications in Italy: G. SCANGA. 


Banca Nazionale de Lavoro Quarterly Review 


No. 45, June 1958. The Central Registration of Bank Credits in France: A. Roux. Mediu 
Term Export Finance: European Problems and Experiences: C. SEGRE. 


Economia Internazionale 


Vo. XI, No. 1, Fesruary 1958. Article XXIV of the GATT Rules: A. Lovepay, Th 
Doctrine of Comparative Advantage and the European Coal and Steel Community: T. Scrrovsny, 
La teoria dei prezzi delle imprese di pubblica utilita: una “‘ empty box’: J. WISEMAN. 


Metroeconomica 
Vor. X, No. 1, Aprit 1958. Metroeconomica is Ten Years Old. An Analogy between Marshall 
and Keynes: G. E. Fercuson. Re-investment Cycles and Depreciation under Declining-balang 
Depreciation: E. Scurr. Economic Development and the Balance of Payments: K. K. Kun. 
HARA. Le principe de Pareto et la théorie de l’intérét général: R. DEHEM. 


Italian Affairs 


Vou. VII, No. 2, Marcu—Aprit 1958. First Results of the Parliamentary Enquiry into Labo 
Conditions in Italy. Housing and Planning. The Structure of the Building Industry. 


Nationalekonomisk Tidsskrift 

Vor. 96, No. 1-2, 1958. Konjunkturtesten—et moderne bidrag til bedemmelse af afsaetning:- 
situationen: H. MunxsGAarp. Bidrag til belysning af den moderne velfaerdsstats akonomiske 
problemer: J. S. Dicu. Problemstillinger i vaekstteorien: A. O@LGAARD. Udenrigshandelens 
gevinst: E. Oxsen. De nye regler om skattefri afskrivninger og investeringsfonds: V. V. 
Mapsen. Forlag av 1952 ars tulltaxekommitié: tulltaxa samt tulltaxeforordning: E. Lyrrort- 
PETERSEN. En sammenligning mellem reallenningerne i de europaeiske faellesmarkedslande: K. 
RUDFELD. 


Ekonomisk Tidskrift 


Vor. LX, No. 2, June 1958. Jordbrukets vég: H. Astranp. Bytesbalans, handelskrediter oh 
valutareserv: ‘‘ Forskjutningspostens” problem: I: B. HANSEN. Om indexlan: G. ARvIDsson. 


Dkonomi og Politik 


Vot. 31, No. 4, 1957. Omwaeltningen i Nordafrika: III: Algier: E. Reske-Nrievsen. Fode- 
vareforbrugets udvikling i industrialiserede lande: E. MORTENSEN. 


Ekonomiska Samfundets Tidskrift 


Vor. 11, No. 2, 1958. Ett aktuellt séfartsproblem: H. ANversson. Europeiska frihandds- 
stravanden och GATT: CG. Hortuwnc. Aktuella problem inom Finlands skogsindustri: 1. 
WEGELIUvs. 


Skandinaviska Banken Quarterly Review 


Vor. 39, No. 2, Apri 1958. Can the Pension Fund Rescue Savings?: E. Lunpperc. Th 
International Iron Ore Market since the War: J. NorpEeNson. The Industrial Institute fo 
Economic and Social Research: J. WALLANDER. 
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Boletin de Estudios Economicos 


Vou. XIII, No. 43, JANuaRyY—Aprit 1958. Las relaciones humanas en la empresa espanola: 
R. Riccarvi. La poblacion en el progreso economico: J. P. Prieto. Tecnicas nuevas y 
gestion de empresas: G. Gurron, M. Jopert and M. Meyton. Control de gestion: J. M. 
Ropricues Lauctrica. Investigacion operativa: II: metodo de Monte Carlo: R. P. CHacén. 


Kyoto University Economic Review 


Vor. XXVII, No. 2, Ocroser 1957. Post-war National Life of Japan: E. Honjo. Some 
Notes on Fapan’s Foreign Trade: K. Marsut. Policy of Democratization and Significance of the 
Local Administration Investigation Committee: Y. SHIA. 


Economic Bulletin of the National Bank of Egypt 
Vor. XI, No. 1, 1958. Economic Survey of Syria. Insurance in Egypt, 1953-55. 


Voprosy Ekonomiki (Russian text) 


No. 12,1957. The Soviet Economy on a New Upswing. The General Laws and Characteristics of 
the Construction of Socialism in Various Countries: L. Gatovsky. The Tula Economic Council 
(Soonarkhoz) and Questions of Developing Coal-mining in the Moscow Basin: V.Somov. Scope 
for Reducing Industrial Production Costs: E. Kastmovsky. Problems in the Reduction of MTS 
Costs: A. PAKHOMOvV. On the Crisis of Contemporary Bourgeois Economics: I. BiyuMin. 
What the Reformist Theories of the Second Industrial Revolution Conceal: A. RUBINSTEIN. Scien- 
tific Session of the Economists of Socialist Countries. Certain Questions in the Theory and Practice of 
Price Formation in the U.S.S.R.: M. Saxov. Scientific Conference on Problems of Calculating 
Labour Productivity in Socialist Agriculture: L. ALEKSANDROV. Application of Electronic Com- 
putors to Economic Planning and Statistics: V. Betxin. The Economics of Subsidiary Holdings: 
B. Kuopasevircu. Urals Sovnarkhozy and the Fostering of Local Economic Research: N. 
Koxosov. The Jubilee Session of the Institute of Economics. 

No. 1, 1958. Some Methodological Problems of Elaborating Economic Planning Balances: M. Bor. 
The Potential and Prospects for the Expansion of Ferrous Metals Output: P. Osapa. The 
Development of Production and the Reduction of Costs of Grain, Milk and Meat is the Most Im- 
portant Task of State Farms: I. Benepiktov. Economic Problems of the Mechanisation of 
Cotton-growing: D. Eruiku. An Economics Curriculum: A. PasHxov. Price and Cost in a 
Socialist Economy: B. Minc. Price Formation and Money Problems under Socialism: 1. KonntiK. 
The Efficiency of Capital in Transport in the U.S.S.R.: V. Petrov. The Accountancy and 
Assessment of Depreciation: A. Doponov. On Financing Industrial Construction: M. Siworov. 
Economic Research in the Komi Branch of the Academy of Sciences: D. Ton. 

No.2, 1958. Jn the Struggle for the Solution of the Task to Catch uf: with the U.S.A. in the Pro- 
duction of Meat, Milk and Butter per Head of Population: L. ANDRIENKO. Oil Problems in the 
Long-term Development of the U.S.S.R. Economy: M. BRENNER. Industrial Operation in the 
Light of the Reorganisation of Management: K. Stmaxov and A. Zaptavny. Capital In- 
vestments in Ferrous Metallurgy and the Period of Construction of Industrial Enterprises: G. Levin. 
Socialist Industrialisation—the Basis for the Uninterrupted Growth of the Rumanian Economy: 
N. Constantinescu. On the Characteristics of the Decline of Monopoly Capitalism in Russia: 
P. VotosuEv. On the Elaboration of New Depreciation Charges: P. Bunicu. The Law of 
Value and Problems of Price Formation in the U.S.S:R. Problems in the Valuation of Agricultural 
Costs. Increase the Use of Rationalisation Proposals and Inventions in Improving Socialist Pro- 
duction: S. SteEPANOov. On Indicators of Capital Utilisation: I. VEREMKRorT and A. Moro- 
zov. Material Incentives for Engineers and Technicians: M. Katxutov. The Experience of 
the “ Bolshevik ”? Collective Farm in Making Wage Payments to its Members: 1. DimrrRASHKO. 
Ways to Cut Costs of Milk Production on State Farms: N. Kasyanov. French Socialists on the 
Soviet Economy: E. PLetnev. A Conference on Economic Planning in the Economic Administra- 
tive Regions of the Northern Caucasus: A. CHernov. Use of Matrix Systems in Factory Pro- 
gramming: M. Feporovitcu. Problems of Applied Economics in the Work of Sector Research 
Institutes: L. IvANov. First Results of the Work of the All-union Agricultural Economics Re- 
search Institute: V. ZumuyDA. 

No. 3, 1958. A New Stage in the Development of Collective Farms. The Reorganisation of MTS 
and the Sale of Equipment to the Collective Farms: P. KartasHov. A Necessary and Timely 
Sup: N. Karotamm. The Right Way to Improve the Utilisation of Agricultural Equipment: 
E.SxriprrsyNa. Types, Organisation and Location of Repair Shops for Agricultural Machinery: 
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A. Omarovsky. To Help the Economically Weak Collective Farms: V. SHUBKIN. Soy 
Questions of Farm Produce Pricing: M. TERENTIEV. From the Operational Experience of , 
Collective Farm Tractor Brigade: L. ZLoMAKov. On the Regulation of Machinery Purchases 
Collective Farms: 1. Garpuxevitcu. Problems in the Elaboration of National Accounts for ty 
U.S.S.R.: A. Norxin. Development of Soviet Engineering: K. KiimENko. Some Problems o 
Industrial Enterprise Accounting: M. Dirriev. The Economic Progress of Yugoslavia; y 
Zo.oTaREv and V. PexsHev. A Further Comment on the Austrian Socialist Party’s Draft Ny 
Programme: A. Rustinstern. New Remuneration Practices for Collective Farmers: T. 2s. 
LAVSKAYA. 


Planovoe Khozyaistvo (Russian text) 


No. 1, 1958. Preparation of the Long-term Plan for the Development of the National Economy of tt 
U.S.S.R. for 1959-65. Tasks for the Development of the Artificial and Synthetic Fibre Industrie: 
A. Votxov. Some Problems in the Analysis of the Economic Efficiency of the Specialisation y 
Production: M. Gazautev, A. LERMAN and A. SMERTIN. Experience in the Elaboration ay 
Use of Norms for Metal Inputs: L. Fominyxu. On the Improving and Reducing Outlay » 
Management in Industry and Construction: A. Korovxin. Unmask Bourgeois Slanders 
Socialism: A. SHARKOv. Ways to Improve the Use of Internal Reserves in Engineering Entp. 
prises: S. YAMPOLSKY. 

No. 2, 1958. Some Questions of Intra- and Inter-regional Co-operation among Industrial Enterpriss; 
V. KurotrcHenko. Ways of Increasing the Productivity of Stock-breeding in Collective and Stay 
Farms: L. Icnatov. On Defining the Economic Efficiency of Agriculture Production by Zong: 
K. Oporensxy. Experience in Changing to the Seven-hour Working Day at the Second Mos 
Watch Factory: N. Votxov. Problems of the Depreciation of Fixed Capital: K. Perrosyay, 
The All-union Census of Population: P. Popyacuiku. The Main Problems of Exploitation 
the Natural Resources of the Yakut A.S.S.R.: G. Granik. Tasks in the Complex Developma: 
of the Resources of Kamchatka: S. Mixuattov. Methodology for Elaborating Norms for Buildix 
Materials’ Inputs: B. TRETYAKOv. 

No. 3, 1958. A New Stage in the Development of Collective Farms. Development of the Oi- 
refining Industry: I. Potyaxov. Sovnarkhozy and the Tasks of Engineering Specialisation: 
N. Ortov. Development of Forestry and the Woodworking and Paper-making Industries: M. 
Savinkov. For a New Upsurge in Soviet Cotton-growing: B. Firsov. Experience in Impl. 
menting the New Planning Procedure for Farms in Lipetsk Oblast: G. Zimin. Questions of 
Specialisation and Production Co-operation in the Gorky Sovnarkhoz: S. PROKHOROV. 

No. 4, 1958. Lenin on the Fundamental Principles of Administration of a Socialist Economy: G. 
EvstaFev. For a New Upsurge of Socialist Agriculture: V. Matskevicn. The All-round 
Development of House Construction—a Most Important Task for the Whole Nation: A. Nixotagy. 
The Production of the Most Economic Shapes of Rolled Steel and Scope for Economising Metal is 
the Economy: N. BaraysHntkov. Problems of the Development of the Building Materials 
Industry: K. Nrxutin. More Clothes and Footwear for Children: N. CHEsNOKOV.  Sovnatl- 
hozy and the Rationalisation of Transport: N. Ivanov. The Future of the Maritime Econom 
Region: P. Metnixov. Some Problems of Lowering Timber-cutting Costs: F. SHELYAKN. 
Improve the Operation of Industrial Transport: K. SHeman. The Experience of the Pem 
Sounarkhoz: A. Kutyaxov. In the Tula Sovnarkhoz: D. RoMANov. 

No. 5, 1958. The Genius Founder of Scientific Communism (On the 140th Anniversary of the Birt 
of Karl Marx): G. Perov. Planning the Location of Industry: V. Kostennixov. Efficient) 
Introduce New Industrial Designs in House Construction: A. ETMEKDZHIYAN. On the Effie 
of Modernising the Existing Stock of Metal-cutting Machine-tools: A. Proxopovicu. Ways 
Improve the Work of Road Transport: M. Basov and M. Basu. The Experience of the Shehe- 
bakov Silk Combine in Raising the Quality of Production: D. Kupryavtsev. The Economi 
Situation of the U.S.A.: P. Emry. On Introducing Material-outlay Norms in Building: A 
DaniLov. 


Finansy S.S.S.R. (Russian text) 


No. 12, 1957. Correctly Organise Financial Operations by the Regional Economic Councils (So 
narkhozy). Certain Problems of Financial and Budget Planning: N. VeNtAMiINov. Fora 
Efficient Help by Banks to Housing Construction: P. Tarasov. Financial Control is an Importaxt 
Way to Ensure the Reduction of Administrative Expenses: N. Vasttiev. Re-distribution of & 
Natienal Income and State Finance in the U.S.S.R.: G. Tocuttntxov. The Concepts of Disin- 
bution and Re-distribution of the National Income: M. Fepotov and I. Suirrin. How to Tr 
Primary and Secondary Incomes: N. Kozeusky. Rumanian Savings Banks: M. Frstrot. 
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The U.S.A. and Britain in a Struggle for Capital Placement: P. Mixnattov. Meeting of 
Soonarkhoz and Departmental Accountants. 

No. 1, 1958. The State Budget of the U.S.S.R. for 1958 and the Tasks of Finance Agencies: A. 
qverEV. The Analysis of Annual Reports is an Important Instrument for Mobilising Reserves in 
the Economy. Improve the Work of Financial Agencies in Staff Matters: M.Kuzin. Hidden 
Reserves of Production: A. SHCHAVELEV. Correctly Establish the Report on the Execution of the 
Budget: E. DepKov. The Elaboration of a New Classification of Fixed Capital: P. Bunicu. 
The Organisation of Compulsory Insurance in 1958: N. GrapKov. The Turnover of Working 

ital: A. Ivanov. The First Steps of the Perm Sovnarkhoz: A. Spassxy. Results of the 
Reorganisation of Economic Management: D. KaNnonov. Positive Results (in the Omsk Sov- 
narkhoz): B. SHurcHux. The Function of Taxation under Socialism: G. MARYAKHIN. 

No. 2, 1958. Revelation and Mobilisation of Reserves in the Economy is the Most Important Task 
of the Financial Institutions. Certain Problems of Financial Control over Construction in 1958: 
|. SuPRUNENKO. The Place of State Insurance in the Mechanism of Distribution of the Social 
Product: A. Mutner. To Improve Financial Planning: A. Krasnocosov. Let Us Streng- 
then the Financial Operation of Enterprises: N. Guusuxov. The Japanese Balance of Payments 
Since the War: V. ARKHIPOV. 

No. 3, 1958. For a Successful Execution of the State Budget of the U.S.S.R. for 1958. The 
Budgets of the Union Republics: N. Osorensxy. Financial Planning by Enterprises of Local 
Industry: V. Apramov. More Attention Should Be Paid to Rationalisation Proposals: T. 
Rixnirev. On the Question of Organising the Financial Work of Enterprises: A. BirMAN. 
The Decentralisation of the Collection of Profit Deductions in Practice: G. RAMBAM and others. 
Some Problems of Financial Operations in the Chinese People’s Republic: Ge Cuu Da. The 
Budgetary Process of the U.SA.: M. Bocacuevsky. The Decentralisation of Mutual Accounting 
Between Enterprises. 

Denga i Kredit (Russian text) 


No. 12, 1957. Improve Control over Wage Expenditure: A. KupRYAvsTEV. Ways to Increase 
the Velocity of Money Circulation: V. KauGER. The Calculation of the Efficiency and Recoup- 
ment of Outlays on Introducing New Techniques: Ts. OstrinsKAya. Readers’ Proposals on 
Credits for Modernisation. The Empire of High Finance: V. Usosxin. Meeting of State Bank 
Accountants. Relations between the Bank and the Regional Economic Councils: N. TsvETAEvV. 

No. 1, 1958. Ona New Uprising. Strengthen the Relations between the State Bank and Sovnark- 
hozy: M. Zotov. For the Further Improvement of Staff Selection: 1. CHERNov. How We 
Work under the New Conditions: 1. Potyaxov. Developing the Form of Direct Bank Credit: 
Yu. SHENGER. The Devaluation of the French Franc and the Finnish Mark: K. Sutrom and 
§.Koroteva. The Inclusion of Argentina in a Multilateral Account System: R. KHaAtROvA. 

No. 2, 1958. To Improve the Control of the State Bank over the Performance of Contracts: A. 
KazantsEv. Some Questions of Granting Credits to Supply and Sales Organisations: B. 
Mrretman. More Independence Should be Accorded to Chief Accountants: N. KHtyNov and 
M. Grozovsky. The Bank’s Role in the Economic Development of Kirgizia: S. Dicorv. 
On Checking the Credit Guarantee: V. ZAIDENVARG. On the Rate of Exchange under Socialism: 
I. AizenBeERG. The Banking Monopolies of Western Germany: M.SEREBRYANY. The New 
Payments Agreement with India: A. ALTSHULER and K. SHTROM. 

No. 3, 1958. A New Stage in the Development of Collective Farms. For Further Improvement and 
Unification of the Forms of Short-term Crediting. Tasks in Improving Operational Accountancy: 
S. PLesHakov. Cash Planning in State Bank Departments: E. BosHAkova. On the Func- 
tioning of Money under Clearing Accountancy in the Socialist Economy: L. Zarrseva. Unify the 
Examination of Special Loan and Personal Accounts: I. Tarrya. Self- and Loan-financed 
Funds in Covering Stocks (in Engineering Enterprises): R. KORNEEVA. Credit Planning under 
the New Conditions: G. Kovatenxo. Some Problems of Credit Planning in Bianches of the 
Food Industry: F. Kamecutova. In the Finance Research Institute: E. Laprev. The 
Currency Situation in Western European Countries: M. Potyaxov. Money Circulation and the 
Banking System of Ghana: L. GLtiKson. 


Vestnik Statistiki (Russian text) 


No. 1, 1958. The Development of Soviet Statistical Theory and Practice over Forty Years: V. 
Starovsky. Figures on the Great Victories of Socialism: L. Skvortsov. Results of the Pilot 
Census of the Population: P. PopyacuixuH. Calculation of the Social Product and National 
Income in the Union Republics: M. EwetMan. The Thirtieth Session of the International Statis- 
tical Institute: V. Nemcuinov, M. Pruxua and T. RYABUSHKIN. 
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No. 2, 1958. Results of the Fulfilment of the State Plan for the Development of the Nationg 
Economy of the U.S.S.R. in 1957. Towards New Successes in the Development of the Socialis 
Economy. Calculation of Indices of the Mean Expectation of Life: A. VosTRIKOVA. ‘ 
of Methodology of Calculating an Average Rate of Growth: Fin D1 Si. Family Budget Enquirig 
in India: M. ZuutovsKaya. How Official French Statistics “‘ Correct” the Cost of Living 
Index: R. Rapvov. On the Census Categories of the Population: A. Boyarsky. The Functin; 
of the Census Commissions: V. ALEKSEEV. Experience of Centralised Accounting and Statistic 
in a Region: N. LavricHeNKo. On the Annual Reports of State and Collective Farms oy 
MTS for 1957: A. ZaAvyatov and D. Dumnov. 

No. 3, 1958. A New Stage in the Development of Collective Farms. Reorganisation of MTS~ 
Vitally Important Task: N. Tsovorv. On the Further Reduction of the Cost of Agricultur| 
Produce and the Specialisation of Agricultural Production: A. Surin. Reorganisation of MTS jx 
Lithuanian Conditions: B. Dusasov. A Big Step in the Development of Socialist Agricultun; 
A. ANDREEV. Towards New Progress: S. Kiocuxov. On the Organisation of the Stay 
Statistical Services in the German Democratic Republic: S. Sazonov and V. DzHaparapz, 
Rumania on the Way of Building Socialism: M. Manescu. On the Statistical Study of Harves 
Yields: I. Muryavsxy. P. I. Kurkin (on the Centenary of His Birth): A. VostTRixova and 
E. Norkxin. 


Ekonomista (Polish text, English and Russian summaries) 


No. 6, 1957. Problems of the Development of Planning in the U.S.S.R.: B. Minc; A Comment; 
W. Srys; A Rejoinder: B. Minc. The Socio-Economic Aspects of Agricultural Autonomy: 8. 
Srruzex. On the Price of Basic Raw Materials: H. Fiszet. Some Controversial Problems of 
the So-called “‘ Classicism”? in Polish Economic Thought, 1800-30: J. GOrsx1. The Present 
Situation of Great Britain as Compared with the Pre-war Period: Z. Doprska and A. SzEworsk, 
Changes in British Farm Production Since the War: S. Scumipt. On the Problem of Land Ret 
in People’s Poland: A, LEWANDOWSKI. 

No. 1, 1958. Some Problems of the Proportions between Agriculture and Industry: W. Her. 
The Effectiveness of Technical Progress against the Background of the Long-term Development of th 
Economy: M. Raxowskt. Input-Output Matrices and Intra-industry Balances Elaborated fu 
Poland in 1956: E. KrzeczKowska, B. Szysisz and L. Zrenxowski. The Organic Method 
of Investigating Agricultural Profitability: R. MANTEUFFEL. The Time-pattern of Investmat 
Inputs: Z. Knyziax. The Industrial Enterprise in the Socialist Economy: J. Gaypa. Th 
European Economic Community: K. Prorrowska-HocHFELpowa. Some Economic Categories 
of Peasant Farming: K. Soxotowski. The Development Trends of Contemporary Capitalism: 
Z. Dosrska. Contemporary Science and the State of Business: 1. Sacus. The Anglo-Polish 
Seminar on the Social Consequences of Industrialisation: J. DREWNOWSKI. 


Gospodarka Planowa (Polish text) 


Fesruary 1958. The Main Problems of the 1958 Economic Plan. The Level and Allocation of 
Producers’ Fixed Investment: W. Lissowsxt. Planning the Long-term Development of Moto 
Transport in Poland: W. JuraszyNsx1. In Search of the Right Direction to Expand the Polish 
Coke and Chemical By-products Industry: A. PreNxowskt. On the Long-term Programme fo 
the Development of Forestry and Timber Production: R. FRoMER and W. FasiszEwski. Methods 
of Drawing up Regional Manpower Balances: W. Czrxowska. Economic Achievements of th 
Rumanian People’s Republic. Yugoslav Foreign Trade: T. Granrit. The Reorganisation of 
Retail Trade in the German Democratic Republic: K. Kraszewsxi. Why the Introduction of 
Modern Technology Fails to Improve the Economic Situation in France. The Influence of Rural 
Non-farm Employment and Farm Output and Farmers’ Living Standards: 1. Kowatsxa. Nao 
Methods of Regional Planning in the Eédz Voivodship: E. SapKOWsKI. 

Marcu 1958. The Conditions of General Equilibrium of Production and Consumption in a Socialis 

Economy: K. Lasxit. New Co-ordinative Methods in Economic Planning: K. Porwrt. Th 

Long-term Development of Ferrous Metallurgy (1960-75): J. GwtazpziNsx1. The Economit 

Effects of Chemicals Production Based on Coke-gas: A. MARKowski and M. Raxkowskt. On 

the Profitability of Cattle and Pig Breeding: A. BopNAR and E. Grzevax. The Majo 

Problems of the Economic Development of the Polish Coastal Regions: W. MySenicxi. Statistis 

and the Needs of Wage-research: W. Krencix and S. Spotan. Regional Statistics and th 

Requirements of Local Authorities: K. Poposxt. On Trade Statistics once again: M. MALIc&l. 

Changes in Planning and Economic Management in Czechoslovakia: H. SwipziXski. Som 

Problems of the Second Chinese Five-year Plan (1958-62). Investments in 1957: A. SzeR 

WENTKE. The Workers’ Fund for 1957 in Ship Repair-yards: E. OLEJNICZAK. 
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Planované Hospoddéfstvi (Czech text) 


No.4, 1958. Introducing New Methods of Management in the Economy. The Further Expansion 
of Scientific and Technical Co-operation between the Soviet Union and Czechoslovakia: N. PERovsky. 
The Growth of the Productivity of Labour: M. Picx. Concentrating the Production of Building 
Materials in Individual Districts: A. Bokura. Forms of Concentrating Production in Mono- 

istic Capitalism and under Socialism: R. Kocanpa. Questions of the Efficiency of Investment 
in Long-term Planning: V. KoMarex. The Current Practice of Price Formation: V.VrRasriv. 

No. 5, 1958. The Present State of Czechoslovak Agriculture and its Long-term Development 
Prospects: J. Kaska and others. Factory Transportation: K. DoLAnsKY. Raising the 

iency of Power-plant Construction: V. Sinan. Problems of Long-term Planning: J. 
KotAk. Against the Wrong Interpretation of the Method of Wholesale Price Formation: M. 
PopeLKA and J. Typoxrt. Planning and Price-formation in Building: O. StrRADAL. The 
Lowering of the Real Wages of American Workers: A. Kac. 


Planovo Stopanstvo (Bulgarian text) 


No. 1, 1958. The Extension of Credits for Small Mechanisation Projects: D. Kuristov. The 
Co-ordination of Road Haulage: N. Konstantinov. On the Direct Supply of Metals under 
Agency Contracts: D. Asenov. On the Planning and Organisation of Material—Technical 
Supply: R. Picutxov. On the Organisation and Planning of Material—Technical Supply: 
]. VRANCHEV. Planning Technical Progress: N. VALEV. 


Finansi i Kredit (Bulgarian text) 


No. 1, 1958. The Appeal by the Party and Government. The State Economic Plan and Our Tasks: 
K. Lazarov. The Functions of the Financial System in the General Economic Law of Socialist 
Accumulation: G. Manev. The Economic Efficiency of Capital and Long-term Credits: D. 
SapuNDZHIEV. For a Uniform System of Agricultural Price-formation: B. PetKov. Cost 
Accounting at the Workshop Level in Certain Enterprises in Ruse: M. Devepzuiev. The 
Financial Situation in Indonesia. 

No. 2, 1958. The Tenth Anniversary of the Soviet—Bulgarian Treaty of Friendship, Co-operation 
and Mutual Assistance. The 1958 State Budget and Tasks of Finance Agencies: K. LAZAROv. 
Socialist Construction and the Law on Voluntary Contributions (in Labour and Money) for Local 
Amenities: I. Dimrrrov. The Improvement of the Collection of Turnover Tax by Means of the 
Introduction of Patents: S. Kuncuev. Fundamental Trends of Bourgeois Theories on Money in 
the Light of Marxism: Ya. AteKov. The Bank’s Use of Clearing Payments between Enterprises: 
§. Krranov. 


Tkonomicheska Misl (Bulgarian text, French and Russian summaries) 


No. 1, 1958. The Communist Cause is Invincible. On the System of Premia in Our Industry: 
I Iumv. The Transfer of MTS to Autonomous Finance: G. Momesuxt. The Influence of 
Retail Trade on the Production of Consumers’ Goods: A. MicosHevsxt. The Industrialisation of 
the Underdeveloped Countries of South-East Asia and Their Economic Links with the Imperialist 
Powers: T. VutcHEev. Egyptian Foreign Trade and Bulgaro—Egyptian Economic Relations: 
D. Vasttev. Data on the Extension of Working Hours in the German Federal Republic: T. 
LevaSHKY. 

No. 2, 1958. The Fundamental Tasks of the 1958 Plan. The Bulgarian Budget for 1958: 
K. Lazarov. On Some Problems of Specialisation in Engineering: K. Lozanov. The 
Distribution of Capital Investments and Overheads in Complex Industrial Enterprises: D. YosHinov. 
The Development and Consolidation of Collective Farms at a Higher Level: P. Kiranov. Different 
Factors in Our Population Growth: D. BAtevsky and M. Minxov. On Establishing the 
a of Economic Units: Ts. TsoKANov. Conference on Bulgarian Export Problems: 

v. PaTSOvA. 


Ekonomist (Serbo-Croat text) 


No. 1-2, 1957. Non-economic Functions and Their Place in the National Economy: M. Macura. 
Net and New Investment: F. Vasié. Some Fundamental Problems of Industrial Location: B. 
Sresrié. The Social Product: B. Horvat. Disparities between Yugoslav Foreign Exchange 
Rates: M. Frxovié. Urbanisation and Yugoslav Economic Development: D. SteFAnovicé. 
A Survey of the New Economic Organisations of Western Europe: M. Perxovié. Training 
Technicians in the Soviet Union: M. Vrrez. A Survey of the First Meeting of the Use of Mathe- 
matical and Statistical Methods in Economic Research: D. Nrxouié. 
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Ekonomski Pregled (Serbo-Croat text, English summaries) 


No. 1, 1958. The National Wealth of Yugoslavia at the End of 1953: 1. VinsKt. Cost Cop, 
parisons Between Enterprises as a Method of Improving Efficiency: J. GOJANOVIG. Moting 
power in Croation Industry: V. Huntin. 

No. 2, 1958. Workers’ Councils: Their Social Function, Current Problems and Future Developmen: 
D. Cauié. Problems of Vegetable Marketing: A. Srarc and P. Cimer. Housing Problem; 
D. Racié. The Classification of Assets of Economic Organisations: 1. VirEz. 


Statistikai Szemle (Hungarian text, English and Russian summaries) 


JANUARY-FEBRUARY 1958. The Trend of Intensity in Stockbreeding during the Past Cent, 
A. Kuss. Indexes of Industrial Production: O. LuxAcs. Level and Intensity of Production jy 
Co-operative Farms: J. Fire and J. Szmacyt. Some Problems of Productjon-cost Statistics: 
Z. Roman. The Gross or Net Characteristics of Indexes Expressed in Value: L. DReEcustzr, 

Marcu 1958. On the Evolution of the Hungarian Official Statistical Service: R. Horviry, 
Construction-in-process in the State Building Industry: O. Kerexes. On Mining Activity ix 
1958: L. OxuRensTEIN and L. Oros. Measuring the Productivity of Labour: B. Korn, 
The Work of the Statistical Directorates in 1957: Calorific Food Consumption in Hungan: 
Gy. Batocu. Meeting of the Methodological Committee for Industry and Construction of th 
Central Statistical Office. 


Kozgazdasigi Szemle (Hungarian text, English and Russian summaries) 


No. 3, 1958. Accuracy Limits in Calculating Profits and Material Incentives: L. Luxig, 
Peasant Production and the Level of Real Income: F. VAct. Methods of Assessing the Effcieny 
and Profitability of Productive Investments: M. MANDEL and others. Quantitative Relation 
between Conditions of Production, Value of Production and Efficiency in Co-operative Crop Pp 
duction: J. SepestyEN. The Capitalist World Market in the Past Two Years: I. Vapa 
Some Problems of Political Economy and the Third Edition of the Economics Textbook: Gy. 
VarGa. Economic Aspects of Traffic on Public Highways: A. FexetTe. On the Methods 
Improving Co-operative-farm Income Distribution: K. GyOrFt. 

No. 4, 1958. The Main Characteristics of the Present Trends in the Capitalist Economy: N. \. 
Oriov. Calculating the Profitability of Industrial Exports: Gy. Cuxor. New Results a 
Co-operative Farming: L. GOncz1 and P. Kis. Some Problems in the Distribution of the Mem 
of Production: A. MArtAs. Ricardo and the Problem of Value: A. MAtTYAs. World Agr 
cultural Production and Trade Since the War: V. Jorcos. Western Europe’s Energy Problem: 
T. Szecsk6. 

No. 5, 1958. Marx’s Life Work Triumphant: Zs. Esze. The Law of Value in a Capitalist ad 
in a Socialist Economy: Gy. G6nc6xt. The Crisis of Overproduction in the Militarised Econom 
of the U.S.A.: F. MoitnAr. Some Problems Concerning the 1958 Budget and Our Method f 
Economic Management: M.TimAr. Some Data on the History of Farm Co-operatives in Hungay 
Before 1945: B. Nacypataxt. The Scientific Session of Economists of Socialist Countria: 
Gy. VarGcA. Experiences with the Direct Export Activities of Producer-enterprises: K. SziceTm. 
Biogas—a New Source of Energy in Agriculture: M. Riptansky. An International Seminar in 
Prague on the Problems of Engineering Economics: J. FATH. 


Probleme Economice (Rumanian text, French and Russian summaries) 


No. 1, 1958. State Capitalism in Rumania under Popular Democracy: S. Por. Some Problems 
Economic Calculation and Pricing in Building: 1. Buaca. The Place of Czechoslovakia in tu 
Socialist System of the World Economy: V.Kaicr. The Role of State Capitalism in Some Unde- 
developed Countries: I. VEvERcA. On the Methodology of Costing and Determining Efficiency m 
Collective Farms: S. Hartia and V. BaGuinscut. Some Aspects of the Dynamics of Labw 
Productivity at the Flacara Rogie Leather Plant, Bucharest: Gu. Bettu. The State of Busins 
in the U.S.A. Is Deteriorating: L. Stroja. From Partial to Full Truth: Gu. Bopgawt. 
Recent Data on the Centralisation and Concentration of Power in the U.S.A.: T. SCHATELE. 

No. 2, 1958. Ten Years Since the First Congress of the Rumanian Workers’ Party. Some Problew 
Concerning the Determination of Amortisation Rates in Rumanian Industry: A. VAtNER. Onth 
Development of Fuel Supplies: L. Meptanu. A New Phase in the Direct Study of the Econom 
and Social Reality of Rumania: G. ReTEGAN. A Marxist Critique of the Theory of Neo-Serfdom: 
I. Apam. The Economic Conception of Rent in Bulgarian Collective Farms: V. Musev. Te 
Place of Latin America in the Capitalist International Division of Labour: T. Becx. The Efe 

of Bare Patches in Vineyard on Yields and Costs in the Odobesti State Farm: Gu. IonrgA. 
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No. 3, 1958. One Hundred and Ten Years Since the Communist Manifesto: S. Emr. On the 

"Assimilation of New Products in Engineering: V. Sava. The Reinforcement and Extension of 
Collective Property—Expression of the Consolidation of the Management of the Collective Farms: 
¢. Coyocaru and P. Avramescu. Some Aspects of the Increasing Decay of Rumanian Capitalist 
Finance Following the 1929-33 Crisis: A. Vyjout. Rural Credit Co-operatives during the 
Transition Period in China: Tsen Lin. Some Problems of the Value Theory of the Labour Force 
and of Absolute Pauperisation: J. Kuzynski. Some Bourgeois Theories on the Industrialisation 
of Underdeveloped Countries: Gu. NisipEANU. On the Economic Efficiency of Some Industrial 
Investments in the Light of the Socialist International Division of Labour: P. Jica and I. HAFFNER. 
On the Methodology of Costing Collective-farm Produce: I. Stan. The Influence of Fodder upon 
the Cost of Meat: Gu. IonrgA. The Area Drawn Upon by the Weekly Market at Budesti: 
S. PERT. 

No. 4, 1958. Lenin on the Importance of His Co-operative Plan. For an Uninterrupted Growth of 
Socialist Agriculture. Some Particularities and Limitations of the Law of Value in Foreign Trade: 
M. Horovitz. The Importance of a Rational Use of Oil for Greater Profits in the Oil Industry: 
T. Hanciutescu. Efforts to Establish a System of Indicators for Collective-farm Management: 
§. NicA and G. Vitceanu. From the Economic Thought of Dionisie Pop Martian: S. SuriA- 
SeveyJAN. The Armaments Race in the U.S.A.—a Source of Monopoly Profit: V.Vasin. The 
Characteristics of a New Type of Super-monopoly—The European Coal and Steel Community: 
J. ANGHEL. Aspects of the Development of Manpower in Collective Farms of the Timsoara 
Region: R. GEORGEsCU. 





NEW BOOKS 
British 


Advertising. London: Unilever, 1958. 8”. Pp. 15. 

[In 1957 Unilever spent on advertising a sum nearly equal to its gross profits. Lord Heyworth has 
therefore taken the opportunity of the annual general meeting of Unilever to make some remarks 
on the subject and to defend advertising against the criticisms it commonly attracts. Some of his 
arguments are those standard in the literature, such as the argument that advertising makes possible 

e production. Others are less familiar and have particular reference to the type of 
product sold by Unilever. Prominent among these is the argument that advertising and promotion 
campaigns induce consumers to try out a new product and so become acquainted with its merits 
and willing to go on buying it.] 


The Agricultural Register (New Series). Changes in the Economic Pattern, 1956-7. 
Oxford: Agricultural Economics Research Institute, University of Oxford, 1957. 9”. 
Pp. viii + 234. 21s. 

[This is a revival of a publication that used to be brought out by the Oxford Agricultural 
Economics Research Institute before the War. Most of its space is taken up with a useful digest of 
information about policy and practice regarding prices and marketing of agricultural products in 
Great Britain. Briefer particulars are also given on policy towards agricultural imports; the labour 
peition in agriculture; rents, land prices and credit facilities; and the use of fertilisers and 
machinery. | 


Anprus (J. R.) and Mouammep (A. F.). The Economy of Pakistan. London: 
Oxford University Press, 1958. 9”. Pp. xviii +517. 45s. 
[To be reviewed. ]} 


Biack (D.). The Theory of Committees and Elections. London: Cambridge 
University Press, 1958. 9”. Pp. xiii + 242. 30s. 
[To be reviewed. ] 


Coreman (D. C.). The British Paper Industry, 1495-1860. A study in industrial 
growth. London: Oxford University Press, 1958. 83”. Pp. xvi + 367. 55s. 


[To be reviewed. ] 
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Crurt (A. G.). The Management Counsellor Speaksto You. Edinburgh: W. &R 
Chambers, 1958. 9”. Pp. xvi + 160. 15s. 


This is a reprint of a series of shrewd and well-informed short articles that originally appeared 
in The Scotsman, designed to give advice to small business-men on how to exercise more chee 
control over their businesses. } 


Davison (J. P.), SARGANT FLORENCE (P.), GRAy (BARBARA) and Ross (N. S.). Pp. 
ductivity and Economic Incentives. London: Allen & Unwin, 1958. 9”. Pp, 9% 
35s. 


[To be reviewed.] 


Daysu (G. H. J.) (Ed.). A Survey of Whitby and the Surrounding Area. Etop: 
The Shakespeare Head Press, 1958. 11”. Pp. xiv + 254. 63s. 


[This survey was undertaken at the request of the Marquis of Normanby. Most of the cop. 
tributors are members of the staff of the University of Durham. The aspects covered are th. 
geology of the area, its population, its growth and character, its economic position, its function as, 
holiday resort, its communications and its harbour. The purpose of the survey is to provide th 
evidence on which a plan for the future of the area might be based. In his introductory survey, 
Professor Daysh suggests that prominent among the objectives of policy should be developmen, 
of the holiday industry and strengthening of the links with Tees-side, to which many of the ip. 
habitants of Whitby already travel to work. He does not feel that the circumstances of the ara 
offer much promise of successful industrial development. ] 


Downie (J.). The Competitive Process. London: Duckworth, 1958. 84’. Pp, 199. 


5s. 
[To be reviewed. ]} 


Dunninc (J. H.).. American Investment in British Manufacturing Industry. London: 
Allen & Unwin, 1958. 9”. Pp. 365. 35s. 


[To be reviewed.] 


The European Common Market and Free Trade Area. A series of lectures delivered 
in November and December 1957 under the joint auspices of the Department of Extn. 
Mural Studies of the University of London and the Institute of Bankers. London: Th 
Institute of Bankers (10 Lombard Street, E.C.3), 1958. 83”. Pp. 73. 5s. 


[This contains five lectures. They are “‘ The Experiences and Achievements of the European 
Coal and Steel Community,” by Fernand Spaak; “‘ The European Common Market and Economic 
Integration,” by D. J. Ezra; ‘‘ The European Common Market: Little or Big Europe?” by Paul 
Bareau; ‘‘ The Challenge of the Free Trade Area,” by Ronald Brech; and ‘“‘ The Commonwealth 
and the Free Trade Area,”’ by Frank W. Holmes.] 


Gronpona (L. Sr. C.). Utilizing World Abundance, by the inauguration of a system 
to establish accessible reserves of essential commodities so administered as to achieve 
continuity of supply with reasonable price stability at realistic levels. London: Allen & 
Unwin, 1958. 9”. Pp. 190. 2ls. 


[Reviewed in this issue.] 


HABERLER (G.). Prosperity and Depression. A theoretical analysis of cyclical 
movements. New revised and enlarged edition. London: Allen & Unwin, 1958. 9. 
Pp. xviii + 520. 28s. 


[In the new edition of this celebrated work, Parts I and II appear unchanged in the form in 
which they were published in the second edition in 1939. The sections comprising Part III in the 
1941 edition, which contained a useful account of certain post-Keynesian developments in the formal 
theory of the cycle, are now omitted. Some readers may regret this. In their place Professor 
Haberler puts three recent papers he has published in this field: ‘‘ Monetary and Real Factos 
affecting Economic Stability,’ originally delivered at the International Economic Association's 
Rome Congress in 1956; ‘‘ Notes on the Present State of Business Cycle Theory,”’ first published in 
German in 1953; and ‘‘ The Pigou Effect Once More,” reprinted from the Journal of Political 
Economy of June 1952.]} 


Hucues (J.). Plan for Steel Re-Nationalisation. London: The Fabian Society, 
1958. 83”. Pp. 29. 2s. 


[The author argues the case for re-nationalisation of steel, mainly on the grounds of the timorous 
attitude towards expansion adopted by the industry in recent years. In discussing the lines thats 
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renationalisation programme should take, he maintains that it is important to base the new structure 
ofcontrol on a proper understanding of the location of power in the industry as it is at present. To 
this end he suggests that the British Iron and Steel Federation should be transformed into an instru- 
ment of public control and all its functions taken over by a new Steel Control Board.] 


INTERNATIONAL ASSOCIATION FOR RESEARCH IN INCOME AND WEALTH. Bibliography on 
Income and Wealth, Volume VI, 1953-4. Edited by Phyllis Deane. London: Bowes & 
Bowes, 1958. 10”. Pp. 139. 37s. 6d. 


is is a double volume in its series, covering two years’ publications. Over a thousand items 
are listed, classified and provided with full annotations to indicate their contents. ‘‘ Income and 
Wealth ” is interpreted broadly to cover a wide range of subjects.] 


Kour (L.). The Breakdown of Nations. London: Routledge & Kegan Paul, 1957. 
4”. Pp. 244. 30s. 


[The author’s thesis is that all the main evils of the modern world spring from the excessive size 
ofsocial and political units. He suggests that large units create power, and that power inevitably 
simulates impulses of regression and inhumanity—*“‘ the insolence of office.” He advocates 
therefore the dismemberment of the great powers and the establishment of a world of small states. 
The book contains much that is stimulating and original, but the author’s leaning to a golden-age 
interpretation of earlier times, particularly in the economic sphere, somewhat weakens confidence 
in his judgment on other matters.] 


LansDELL (N.). The Atom and the Energy Revolution. Harmondsworth: Penguin 
Books, 1958. 7”. Pp. 200. 2s. 6d. 

[This report was originally commissioned by a firm of management consultants. The author 
describes the present state of world demand and supply of energy, the methods of releasing and 
aploiting atomic energy, the organisations in existence for atomic-energy development and the 
question of radiation risks. He ends with a brief chapter on the economic impact of atomic 


energy. 


McCorp (N.). The Anti-Corn Law League, 1838-1846. London: Allen & Unwin, 
1958. 9”. Pp. 226. 25s. 

[This is a political history of the League—its origins, its organisation, the personalities within it, 
the techniques it employed. The author has drawn on some surviving papers of the League’s 
leaders that have not previously been used by historians. In describing the League’s tactics, Dr. 
McCord is at pains to emphasise the difference between its position and that of a modern pressure 
group, in that it was not able to exercise much influence at the real source of power, namely within 
Parliament itself. Peel’s final decision in favour of repeal owed comparatively little to the activities 
of the League as such.] 


Matuer (L. C.). The Accounts of Limited Company Customers. London: Water- 
low, 1958. 93”. Pp. 99. 12s. 6d. 


[This is a reprint of a series of articles on company accounts, designed for the guidance of the 
branch-banker, which were originally published in The Bankers’ Magazine.] 


MeabeE (J. E.). The Control of Inflation. An inaugural lecture. London: Cam- 
bridge University Press, 1958. 7”. Pp. 52. 5s. 


[To be reviewed. ] 


Panpit (V. L.). The Evolution of India. London: Oxford University Press, 1958. 
1’. Pp. vii + 46. 6s. 

[This book consists of three lectures by India’s High Commissioner in the United Kingdom on 
“Evolution in India,”’ “‘ Education in New India ”’ and “‘ Planning in New India.” The aim is to 
provide an outline of Indian history and an account of the Government's objectives and achieve- 
ments in education and planning. The author well conveys the awareness in India of her economic 
= var] problems and the determination to create a new democratic society with higher standards 


Petnam (R. A.). Fulling Mills. A study in the application of water power to the 
woollen industry. London: Society for the Protection of Ancient Buildings (55 Great 
Ormond Street, W.C.1), 1958. 83”. Pp. 16. 3s. 

_ [The author, who is Lecturer in Geography at the University of Southampton, traces the 
history of water-driven fulling mills in this country since the twelfth century. Fulling was for 
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centuries the only branch of textile manufacture that made use of mechanical power, and the autho; 
describes how the mechanisation of this one branch influenced the history of the woollen ind 

as awhole. Practically no ancient water-driven fulling mills are still in use, but in a great 
cases modern factories are located on the site of an ancient mill and manufacture of some sort ha 
been carried there continuously. The past locational requirements of fulling mills have thus had ap 
influence on the location of industry to-day.] 


Poot (A. G.) and Lieweteyn (G.). The British Hosiery Industry: A Study ip 
Competition. Third report. Leicester: Leicester University Press, 1958. 10”. Pp 
35. 7s. 6d. 


[The first two reports in this series were noticed in the Economic JourNAL of March 1956 and 
December 1957. This third report, which is a very interesting one, is concerned with pricing policy 
in the industry. The structure described by the authors is one where there are many firms by 
great differentiation of product, so that there is not as a rule a single market price which the 
ducer has to take as given. It is found that almost all firms in the industry go through the pro. 
cedure of calculating their average costs on each line and deriving therefrom a full cost price, 
This full cost price, however, is not normally the prize that is actually charged. That is determined 
rather by considerations of what the market will bear. The authors believe that costing practice 
in the industry is often very imperfect, with the result that firms are wrongly informed as to which 
lines are or would be most profitable. The emergence of the large buyer may help to correct this 
and to assist in the reduction of costs generally.] 


RANGNEKAR (D. K.). Poverty and Capital Development in India. Contemporary 
investment patterns, problems and planning. London: Oxford University Press for the 
Royal Institute of International Affairs, 1958. 9”. Pp. xii + 316. 42s. 


[To be reviewed. ] 


Roserts (B. C.). National Wages Policy in War and Peace. London: Allen & 
Unwin, 1958. 9”. Pp. 180. 15s. 


[To be reviewed.] 


SHONFIELD (A.). British Economic Policy since the War. Harmondsworth: Penguin 
Books, 1958. 7”. Pp. 288. 3s. 6d. 


[To be reviewed.] 


THomson (Str GeorGE). The Strategy of Research. Southampton: University of 
Southampton, 1957. 83”. Pp. 18. 2s. 6d. 


[In this lecture Sir George Thomson discusses the factors making for success in scientific research. 
Among the topics he deals with are the qualities of mind needed in the individual research worker, 
the problem of over-narrow specialisation, ways of avoiding staleness, and the organisation of research 
institutes. ] 


Torrens (R.). Letters on Commercial Policy. With an Introduction by L. C. 
Rossins. London School of Economics Series of Reprints of Scarce Works on Political 
Economy, No. 14. London: London School of Economics, 1958. 9’. Pp. x + 80. 
18s. 


[The letters here reprinted were first published in 1832-33. They are notable for their treat- 
ment of the role of demand in foreign-trade theory and for containing the germ of the terms of trade 
argument for protection. The conclusion which Torrens himself drew from his argument was in 
favour of a system of reciprocity and a colonial customs union.] 


Treconninc (K. G.). Under Chartered Company Rule. North Borneo 1881-146. 
Singapore: University of Malaya Press (London: Oxford University Press), 1958. 9. 
Pp. vii + 250. 30s. 


[The British North Borneo Company, which administered North Borneo with sovereign rights 
from 1881 to 1941, was the longest lived of the nineteenth-century chartered companies. Mr 
Tregonning has used the company’s surviving archives to provide a detailed history of it and the 
territory it administered. He describes its problems of policy and its internal polemics, and analyse 
its limited but still creditable achievements in the provision of transport, the encouragement d 

rts, the recruitment of labour, in health and education, and in the suppression of slavery and 
rebellion. ] 
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Urban Motorways. Report of a conference organised by the British Road Federation 
in 1956. London: British Road Federation (26 Manchester Square, W.1), 1957. 114”. 
Pp. 245. 55s. 

[A motorway is defined as a highway limited to motor vehicles, with two separate double-stream 
carriageways, limited access and no traffic crossing it. The subject of the Conference whose pro- 
ceedings are here reported is the use of such motorways in built-up areas. Much of the space is 
occupied by description of the operation of urban motorways in individual cities in the United 
States and elsewhere. ] 


ZAUBERMAN (A.). Industrial Development in Czechoslovakia, East Germany and 
Poland, 1937-56. A Chatham House Memorandum. London: Oxford University 
Press for the Royal Institute of International Affairs, 1958. 10”. Pp. 70. 4s. 6d. 


e author critically analyses the statistical basis of the official indices of industrial production 

in Czechoslovakia, East Germany and Poland, and provides alternative indices constructed on 
inciples more congenial to normal statistical practice in Western countries. The chief difficulties 
arise from the communist practice of measuring production gross rather than on a value-added 
basis, from the choice of appropriate prices as weights, and from changes in the area and population 
of the countries in question since before the War. The tentative conclusions drawn from these 
calculations yield much of interest. It appears that Czechoslovakia and Poland have achieved a 
moderate advance relatively to other European countries, but that Eastern Germany has decidedly 


lost ground. } 


Australian 


CaMERON (B.). The Elements of Economics. Melbourne: Melbourne University 
Press, 1957 (London: Cambridge University Press, 1958). 7”. Pp. 82. 8s. 6d. 


[The object of this booklet is to provide a bird’s-eye view of economic theory so as to acquaint 
the beginning student with the general outline of the subject before he embarks on more thorough 
study of it, and thereby enable him to see the various aspects of it in their proper context. The aim 
islaudable and the exposition is clear. But one wonders whether the author has not tried to squeeze 
into his very small compass more of the substance of economic theory than is required for the purpose 
and more than the reader is likely to be able to take in without a good deal of assistance. ]} 


Karmet (P. H.). Applied Statistics for Economists. A course in statistical methods. 
Melbourne and London: Pitman, 1958. 9”. Pp.xi + 452. 65s. 


[This provides a fairly thorough coverage of the methods normally taught in courses on statistics 
for undergraduate students reading economics. The ground covered includes collection and pre- 
sentation of material, frequency distributions, sampling and significance, regression and correlations, 
time series, social accounts, index numbers and population statistics. Illustrative examples are 
drawn from Australian material. ] 


LamBERTON (D. McL.). Share Price Indices in Australia. An examination of the 
measurement and significance of changes in share prices together with new indices for the 
period July 1936—-December 1957. Sydney: The Law Book Company of Australasia, 
1958. 9”. Pp.x +114. 42s. 


[The main purpose of this report is to present new monthly indices of ordinary and preference 
share prices based on Sydney market data for the years 1936-57. The statistical sources and 
methods of compiling the indices are fully explained. The statistical chapters are preceded by an 
introductory section bringing together some data on the place of share capital in the Australian 
economy and discussing the theory of share-price determination. The latter discussion is a survey 
of the existing literature of the subject, not an analysis of the author’s newly prepared data.]} 


Canadian 


Brake (G.). Customs Administration in Canada. An essay in tariff technology. 
Canadian Studies in Economics No. 9. Toronto: University of Toronto Press, 1957 
(London: Oxford University Press, 1958). 10”. Pp. 193. 28s. 


[This is a history of customs administration in Canada since the earliest times. Much of the 
space is occupied with matters of administrative detail, but the author is concerned thoughout to 
indicate the way in which administrative practice has combined with legislative enactment to 
shape Canadian foreign economic policy.] 
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BrecHeR (I.). Monetary and Fiscal Thought in Canada, 1919-1939. Canadia, 
Studies in Economics, No. 8. Toronto: University of Toronto Press, 1957 (Londop. 
Oxford University Press, 1958). 10’. Pp. xii + 337. 42s. 


[The author’s detailed narrative reveals that thought and policy on problems of econom;, 
stabilisation in Canada in the inter-war period followed broadly similar lines to those shown jn 
other countries: the technique of analysis was ill-adapted to deal with the problem of fluctuat; 
and government policy, particularly in the fiscal sphere, exerted a net destabilising effect. A 
part of the discussions which took place and which the author describes were concerned with 


monetary policy. ] 


Indian 


BHATTACHARYYA (D.). India’s Five-Year Plans, 1951-1961. An economic analysis, 
Calcutta: Udayan Granthagar, 1957. 84”. Pp. 119. 


[Here is another of the many books on Indian planning. There are the usual introdu 
chapters on the objects and theory of planning, surprisingly a paragraph on the dangers of planning 
and some discussion of problems of capital formation. Then foliows a digest of the first and second 
five-year plans. There are three footnotes, no index and a great number of tautologies. But the 
elementary student will find this a useful enough introductory guide to the subject.] 


Cuacxo (K. C.). The Monetary and Fiscal Policy of India. Bombay: Vora, 1957, 
9”. Pp. xiv + 386. 


(Currency and banking in British India educed studies from a large number of scholar, 
including Lord Keynes, but it has been a relatively neglected subject in recent years. This js 
therefore a useful survey of the Indian monetary system, which includes chapters on the money 
market, the Reserve and Commercial Banks, war financing and development finance. There isa 
chapter on co-operative societies and rural credit which stresses the urgency of improving the present 
situation, in which 75% of borrowing by the peasantry is from money-lenders at high rates of interest, 
The author has several pertinent criticisms of recent Indian fiscal and monetary policy, al 
many will disagree with his support or the argument that India should gradually withdraw from 
the sterling bloc and establish a completely independent currency. This is a competent, wel- 
written book, but the absence of an index is a serious defect.] 


Duar (B.). The Sterling Balances of India. Calcutta: Nababhavat, 1956. 9”, 
Pp. vi + 142. Rr. 7/8. 


[Half of this short book describes the repatriation of India’s sterling loans during the War and 
condenses what the author has already written on the subject in India’s Sterling Position and the Wa 
(1944). The remainder includes a discussion of the “‘ repudiationist school ”’ (sic) in Britain, 
international schemes of settlement, post-war agreements between India and the United Kingdom 
and a plea for an internationally agreed procedure for dealing with similar problems in the future] 


Foreign Exchange Crisis and the Plan. An Occasional Paper of the National Council 
of Applied Economic Research. Bombay: Asia Publishing House, 1957. 9”. Pp. 31. 


[This monograph is intended to be the first of a series of monthly papers which will act as the 
precursor of a regular journal. It deals with the relation between India’s Second Five-Year 
Plan and her recent foreign-exchange problems. The following causes are among those enumerated 
for India’s imports having risen above the level anticipated in the Plan: estimates of internal food 
production were much too optimistic; estimates of the foreign-exchange requirement of parts of the 
Plan have been considerably revised upwards; import prices have risen; defence expenditure has 
risen; and high imports by both the private sector and certain Ministries were undertaken in 
anticipation of a general foreign-exchange shortage. Having analysed the cause of the trouble, 
the authors consider the ways in which the availability of foreign exchange could be increased 
within the framework of the Plan and the ways in which the Plan might if necessary be altered and 
rephased in the face of the foreign-exchange crisis. ] 


Guosu (O. K.). The Indian Financial System. Allahabad: Kitab Mahal, 1958. 
9”. Pp. 140. Rs. 5/-. 


[The four main sections of this work deal with the financial relations between the Central 
Government and the States, the budget, expenditure control and the audit. There is some com- 
parison with other countries, but the whole is far too slight and general to be of much value.] 
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Jaw (P. C.). Problems in Indian Economics. Allahabad: Chaitanya Publishing 
House, 1956. 9”. Pp. 688. 25s. 


is is a new edition of a work first published in 1953. It is divided into five parts, on agri- 

culture and co-operation, industry and labour, trade, tariffs and transport, currency, banking and 

finance and public finance and planning. There is a long historical survey, but most of the book 

isconcerned with describing the various sectors of the Indian economy from 1947 to 1955 It isa 

dium of valuable information, but its usefulness is greatly limited by the absence of a biblio- 

y and index. Indian writers and publishers should surely realise that in works of this size an 
index is indispensable. ] 


Kucuuat (S. C.). Corporation Finance: Principles and Problems. Allahabad: 
Chaitanya Publishing House, 1957. 9”. Pp. viii + 519. 20s. 


[India’s determination to develop large-scale industrialisation makes the subject of corporate 
fnancing of great importance. Here we have a full and competent survey of recent methods and 
lems of financing Indian industries. There are chapters, inter alia, on company promotion, 
the stock exchange, managing agents, the role of the banks, insurance companies and investment 
trusts and the State’s role in finance. There is a balanced account of the place of foreign capital in 
India, although it is not clear how much-needed private foreign investment can be attracted with- 
out a change in the present political and economic climate.] 


Martuur (A. S.) and Matuur (J.S.).. Trade Union Movement in India. Allahabad: 
Chaitanya Publishing House, 1957. 9’. Pp. xvi + 303. Rs. 10/-. 


[This is a useful addition to the very limited number of studies of Indian trade unionism. There 
isan adequate description of the evolution of the movement, with abundant statistical illustration 
and an account on the usual lines of trade union structure, finance, leadership, politics and methods 
of collective bargaining. Despite considerable progress, trade unionism remains comparatively 
undeveloped in India. Less than 3% of workers who could be organised are members, and there 
remain serious problems connected with finance, political rivalry and the attitude of employers. 
The authors analyse these and other defects and suggest ways in which they might be overcome.] 


Naru (B. V. N.) and Darra (H. K.). Fundamentals of Business Organisation and 
Management. Madras: Seshachalem, 1957. 9”. Pp. xix + 620. 


[This is the fourth edition of a book which first appeared in 1947 with the explicit aim of pro- 
viding a text-book for the Indian B.Com. degree. It contains a great deal of second-hand in- 
formation about joint-stocks, managing agents, distribution, public utilities, co-operation and the 
like. Inevitably it is too superficial for any but the elementary reader, and the knowledgeable 
will find few original contributions. Because of the wide field covered, generalisations abound, 
some of which are misleading and even naive. Thus we find a description of “‘ the transformation 
ofmedieval industry characterised by handicraft system into the domestic system, and of the domestic 
system further into the factory system as a result of the industrial revolution” (p. 1). Or again, 
is it true that “‘ modern advertisement insists on sincerity and truth’? (p. 551). Apart from 
defects of this nature, which could be rectified in future editions, this is a serviceable text-book.] 


PATVARDHAN (V. S.). Food Control in Bombay Province, 1939-1949. Poona: 
Gokhale Institute of Politics and Economics, 1958. 9}”. Pp. xii + 210. Rs. 7/50. 


[Bombay was a net importer of food grains even before the War, and during the war years the 
isolation of Burma and growing population necessitated Government action to maintain food 
supplies at reasonable prices. This is a detailed study, based on the official records of the Bombay 
Secretariat, of the evolution and implementation of State policy. It is replete with statistics, but 
there is no index. ] 


Taxation and Foreign Investment. An Occasional Paper of the National Council of 
eplied Economic Research. Bombay: Asia Publishing House, 1957. 94’. Pp. viii + 
» Rs, 9/50. 


_[The important residual role of the foreign investor in Indian industrialisation is now being 
widely and officially admitted. This well-produced study discusses the disincentives to foreign 
investors which arise from the Indian tax system, and the amendments which might be made. 
The various taxes for which foreign companies and individuals are liable are systematically examined, 

comparison with other countries is made. Among the serious deterrents noted are the tax on 
bonus issues, the personal income and company taxes and the expenditure and wealth taxes, the 
last for their adverse psychological effects. Minor amendments might remove some of the dis- 
advantages of these taxes with little loss of revenue. But, unless the foreign investor is to be ex- 
ceptionally favoured (which would be politically impracticable) and unless other more serious 

i are eradicated, overseas capital will remain shy of Indian industries. The proposals in 
this book are, however, a step in the right direction.] 














654 





THE ECONOMIC JOURNAL (SEPT 


Utilization of Primary Energy in India. An Occasional Paper of the National Coungj 
of Applied Economic Research. Bombay: Asia Publishing House, 1958. 9}”, Pp, 
70. Rs. 5/75. 


[This monograph gives a statistical analysis of the production, consumption and distribution 
coal, electricity and oil. There is a short descriptive section and thirty tables containing informatio 
on, for example, the distribution of petroleum by industrial origin, the use of hydro power, the 
energy input of certain industrial products and the cost of energy in manufacturing industries] 


Want (P. A.) and Mercnant (K. T.). Our Economic Problem. Bombay: Vor, 
1957. 9”. Pp. xv + 825. 30s. 


[This massive tome is the fifth edition of a work first published in 1943. Like other works of jt 
kind, it contains a vast amount of information on all the sectors of the Indian economy, including 
the five-year plans. As well as the usual chapters on agriculture, industry, population and the like 
there are useful studies of labour, industrial relations and the financing of industry. Because th 
authors cover so wide a field, many subjects are dealt with superficially, and this book is more of, 
general introductory survey of the Indian economy than an analysis of Indian economic problems] 


Ceylonese 


LoGANATHAN (C.). Democracy and Economic Development in Asia. Colomby; 
Nadaraja, 1957. 83’. Pp. 23. 


[The author is General Manager of the Bank of Ceylon. He puts forward here a scheme fora 
Development Savings Bank, which he believes would make an important contribution to th 
problem of finance mobilisation in Ceylon and other countries that are similarly placed. The 
funds for the Bank would come partly from compulsory contributions from all persons subject to 
taxation, and partly from voluntary contributions, which would be eligible for income-tax relief] 


Sarkar (N. K.). The Demography of Ceylon. Colombo: Ceylon Government Pres, 
1957. 10”. Pp. 289. Rs. 10/45. 


[This is an excellent comprehensive study of Ceylon’s population, well illustrated with statistical 
tables, diagrams and bibliography. Population has increased from 4 to 8 millions in the present 
century, and is likely to exceed 10 millions by 1976. In the absence of greatly accelerated economic 
growth, increasing pressure on the land, more unemployment (or, at least under-employment), 
and serious social and political upheavals are likely. Dr. Sarkar deals with these problems and 
their possible solutions very briefly. His main concern is a quantitative analysis of population 
figures. There is a rigorous statistical treatment, with full explanation of the methods used, d 
recent censuses, marriage, birth and mortality figures, disease, public health, Indian immigration, 
a and kindred problems, The whole is a most useful contribution to our knowledge 

eylon.] 


American 


Baker (E. F.). Printers and Technology. A history of the International Printing 
Pressmen and Assistants’ Union. New York: Columbia University Press, 1957 (London: 
Oxford University Press, 1958.) 94”. Pp. xviii + 545. 55s. 


[This is a history of the largest of the American printing unions. As the title indicates, one of the 
main themes is the impact of technical change on an essentially craft union. Craft conflict within 
the union and conflicts with unions representing other printing workers have been prominent in th 
industry’s history, and at the present time major jurisdictional disputes are arising out of the growth 
of new techniques of reproduction. ] 


BANFIELD (E. C.) with the assistance of L. F. Banfield. The Moral Basis of a Backward 
Society. Glencoe, Illinois: The Free Press, for the Research Center in Economic Develop 
ment and Cultural Change of the University of Chicago, 1958. 9”. Pp. 204. $4.00. 


[This is a sociological analysis of a village in southern Italy. It is an unusually incisive and 
interesting piece of work. The question posed by the author at the beginning of the book may# 
first sight seem a not altogether fruitful one: it is why there is in the village a complete lack of ayy 
collective activity for the common good of the sort that would be found, say, in an American com 
munity of the same size. The immediate answer which is invited, and which the author woul 
not entirely deny, is that such action, even if it were undertaken, could do relatively little to alleviat 
the grinding poverty which afflicts the village. However, it could do something, at least in t 
longrun. But as the argument proceeds, it emerges that there is more to it than that. The authors 
vivid analysis of the social relations in the village reveals that although poverty is acute, an importal! 
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of the misery and perpetual fear of calamity that preoccupies its inhabitants is not due to 
poverty alone, but also to the all-pervading mutual distrust that applies to everyone outside the 
family (defined in the narrow sense of husband, wife and dependent children). Thus the fate of the 
—until recently a very common one—was all the more to be dreaded because other relatives 
would not regard themselves as obliged to help. Similarly with other possible catastrophes. The 
iling ethos is defined by the author as “‘ amoral familism ”—more or less equivalent to a 
Hobbesian state of “‘ war ’”’—in which everyone is actuated solely by the short-run material interests 
ofhimself and his family and assumes that others will be too. This means that any form of collective 
action is impossible, whether on a small scale (agricultural improvements requiring co-operation 
between neighbouring cultivators) or on a larger scale (attempts to improve educational facilities, 
the deficiencies of which in the village are keenly felt). The author attributes the prevailing ethos 
largely to the absence of the institution of the extended family, which in turn is attributed tentatively 
tocircumstances of land tenure. This is perhaps the least convincingly argued section of the book, 
and would have gained by fuller comparisons with other poor agrarian communities where physical 
conditions are similar, but the ethos is different (the only comparison made by the author is a brief 
one with northern Italy).] 


Camps (M.). The European Common Market and Free Trade Area. A progress 
rt. Princeton, New Jersey: Center of International Studies, Princeton University, 
oe. .21". Pp..30. 


[This is a summary of the course of negotiations during the period December 1956 to November 
1957, and an appraisal of the situation, as it existed at the end of that time.] 


CHAMBERLIN (E. H.), Brapitey (P. D.), Remry (G. D.) and Pounp (R.). Labor 
Unions and Public Policy. Washington, D.C.: American Enterprise Association, 1958. 
9’, Pp. 177. $4.50. 


[This contains four essays: ‘‘ The Economic Analysis of Labor Union Power,” by E. H. 
Chamberlin; ‘‘ Involuntary Participation in Unionism,’ by P. D. Bradley; ‘States Rights 
and the Law of Labor Relations,” by G. D. Reilly; and ‘‘ Legal Immunities of Labor Unions,” 
by Roscoe Pound. The general drift of these essays is to point the need for increased control 
wer the powers and privileges enjoyed by labour unions in the United States. Professor Chamberlin 
in his contribution is especially concerned to indicate the analogy between the activities of labour 
unions and monopolistic practices of a type which if engaged in by employers would be universally 
condemned. } 


Couen (J. B.). Japan’s Postwar Economy. Bloomington, Indiana: Indiana Uni- 
versity Press, 1958. 84”. Pp. xvii + 262. $6.50. 


[Reviewed in this issue.] 


DosriaAnsky (L. E.). Veblenism. A new critique. Washington, D.C.: Public 
Affairs Press, 1957. 94’. Pp. xii + 409. $6.00. 


[The author sets out to give a full systematic exposition and synthesis of Veblen’s multifarious 
and wide-ranging writings. While not dissenting from the commonly held view that Veblen’s 
work was uneven and not always closely reasoned, Professor Dobriansky is able to exhibit a more 
systematic pattern in it than many critics have been able to find. In his criticism of Veblen, he is 
especially concerned to view him in the broad historical context of Western thought, particularly 
philosophical thought. The author is Associate Professor of Economics at the Jesuit University 


Georgetown. ] 


FaRNswoRTH (H. C.). Multiple Pricing of American wheat. Present system versus 
two-price system. Stanford, California: Stanford University Food Research Institute, 
1958. 9”. Pp. 50. $1.00. 


[The author describes first the many well-known disadvantages of the present American price- 
support programme for wheat. She then considers an alternative scheme that has recently been 
mooted under which one price would be established, by government support, for a limited quota of 
domestic sales, and another much lower price for all other sales. She advances grounds for believ- 
ing that this scheme would in fact fail to achieve the results claimed for it and would introduce new 
distortions. She believes that the only real solution is to permit a more thorough-going adjustment 
of wheat prices to the level dictated by supply and demand.]} 


Goupsmrru (R. W.). Financial Intermediaries in the American Economy since 1900- 
Princeton, New Jersey: Princeton University Press for the National Bureau of Economic 
Research (London: Oxford University Press), 1958. 93”. Pp. xxxv + 415. 685. 


[To be reviewed. ] 
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Gorpon (L. J.). The Function of the Consumer in a Free Choice Economy. Wey, 
e port, Connecticut: The Calvin K. Kazanjian Economics Foundation (P.O. Box 431) 
1958. 9”. Pp. 51. 


[This contains two lectures. In the first Professor Gordon considers the position of the consume 
and the meaning of consumer’s choice in the economy of to-day. In the second he discusses varioy 
ways in which consumers could be made better informed and more competent to exercise the function 
of choice. Professor Gordon cogently shows the unreality of the conception of the consumer implied 
by much economic theory: a conception which disregards ignorance, irrationality, the malleability 
of tastes by advertising and the non-economic motives affecting choice. The evidence he quotes 
on the unscrupulous techniques adopted by advertisers to mould public tastes to the shape desire 
makes a striking contrast to the picture painted by Lord Heyworth, in his address on Advertising 
(noticed on another page in this issue), of the producer humbly seeking to find out what the public 
wants and then trying to provide it. One doubt suggested by Professor Gordon’s stimulating 
lectures is whether the problems raised in his first lecture are not too fundamental to be entirely 
solved by solutions of the type recommended in his second. If consumers buy goods largely x 
prestige symbols or because of the semi-conscious associations fostered by advertising, will the 
provision of improved consumer information services, however desirable, really suffice to restore 
consumer’s choice to a rational basis?] 


HasBerRteER (G.). Growth and Balance in World Trade. A challenge to Americap 
foreign economic policy. Cambridge, Mass.: Harvard University, 1958. 83’. Pp, 21, 


[This inaugural lecture was delivered by Professor Haberler on the occasion of his appointment 
to a newly founded chair at Harvard. It has two main themes. The first is the prime importance 
of inflation as a cause of balance-of-payments deficits, and the consequent necessity of avoiding it 
The second is the desirability of a radical reduction of American tariffs, both on economic grounds 
and in order to counter the dangers of a Soviet trade offensive.] 


Harpwickxe (R. E.). The Oilman’s Barrel. Norman, Oklahoma: University of 
Oklahoma Press, 1958. 84”. Pp.xi +122. $3.75. 


[This is a pleasantly discursive account of the history of the 42-gallon barrel, which is the unitof 
measurement in the oil industry. The author’s researches take him from the incredibly diverse 
range of liquid measures in use in Elizabethan England through the early history of the American 
oil industry up to certain problems of measurement that still give trouble in Texas to-day.] 


Hauser (P. M.) (Ed.). Population and World Politics. Glencoe, Illinois: The Free 
Press, 1958. 84”. Pp. 297. $6.00. 


[This contains eleven papers delivered at a conference held at the University of Chicago in 
1954. They survey aspects of world population problems, viewed in relation to standards of living, 
the pace of economic development and the balance of world power. The contributors are John D. 
Durand, Frank W. Notestein, W. S. Woytinsky, Simon Kuznets, Everett E. Hagen, Dorothy Swaine 
Thomas, Joseph J. Spengler, Kingsley Davis, Frank Lorimer, Irene B. Taeuber and Quincy Wright. 


Henninc (C. N.). International Finance. New York: Harper & Brothers, 1958, 
103”. Pp. xix + 481. $10.00. 


[The purpose of this text-book is to provide within a single volume a treatment of the economic 
theory and current problems of international finance and a fairly full technical description of com- 
mercial practice in the finance of foreign trade and other international transactions. } 


Ho.tianp (D. M.). The income-Tax Burden on Stockholders. Princeton, New 
Jersey: Princeton University Press for the National Bureau of Economic Research (London: 
Oxford University Press), 1958. 94”. Pp.xxv + 240. 40s. 


[This provides a measurement and analysis of the differential burden on stockholders in the 
United States caused by the existence of the two types of tax on corporate earnings: the essentially 
proportional tax on corporate earnings and the progressive tax on dividends received as personal 
income, It is found that for stockholders in any income bracket the system causes distributed 
corporate profits to be taxed more heavily than other types of income. For undistributed profits, 
regarded as part of the income of the stockholder, the result is the same as for distributed profits 
in the case of the less-well-off stockholders, but the richer ones pay less tax on this class of income 
than they would do if all income were taxed on the same basis. The author then considers the 
extent to which these findings are altered if regard is had to stockholders’ income from all sourets, 
as distinct from their income from stockholding; if corporate taxes are assumed to be partly shifted 
to the consumer; and if depreciation is calculated in a different way. Finally, an estimates 
given of the net loss to the revenue that would result if special corporate tax provisions were a! 
and corporations were taxed in the same way as partnerships. The order of magnitude of the tax 
loss in 1955 would have been such as to require an increase in personal tax rates of about 33% 
applied to all tax-payers to offset it.] 
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Jennincs (SIR I.). Problems of the New Commonwealth. Durham, North Carolina: 
Duke University Press for the Duke University Commonwealth-Studies Center (London: 
Cambridge University Press), 1958. 84”. Pp.xi+ 114. 19s. 

[In these lectures the Master of Trinity Hall discusses some of the economic and political 
problems of India, Pakistan, Ceylon and Malaya. He devotes particular attention to the legacy 
of British rule, on which he is anxious to clear up certain misconceptions. ] 


Lerrer (R. D.). Labor Economics and Industrial Relations. College Outline Series, 
No. 81. New York: Barnes & Noble (105 Fifth Avenue, New York 3), 1958. 8”. Pp. 
wi+ 320. $1.95. 

[This short text-book for American students is designed mainly as a digest of the principal 
facts and problems, to be supplemented by the use of other text-books and oral instruction.] 


Matiory (W. H.) (Ed.). Political Handbook of the World. Parliaments, parties 
and press as of January 1, 1958. New York: Harper & Brothers for the Council on 
foreign Relations (London: Oxford University Press), 1958. 10”. Pp. 229. 35s. 

is contains very brief summary accounts of the parliamentary and governmental institutions 
dies all the countries in the world, with lists of members of governments, and also lists of 
national newspapers and their political affiliations. ] 


Piguet (H. S.). The Trade Agreements Act and the National Interest. Washington, 
D.C.: The Brookings Institution, 1958. 9”. Pp.61. $1.25. 

[The author examines the historical background of the Trade Agreements Act and recent trends 
in its application. He argues that the fundamental irreconcilability between the principles of the 
international division of labour and the politically necessary provision that tariff reductions should 
not go to the point where serious injury is caused to a domestic producer might be overcome by a 
heme under which producers damaged by foreign competition were given special government 
asistance to transfer to some other line of euivity) 


Rocers (J.). Automation—Technology’s New Face. Berkeley, California: Institute 
of Industrial Relations, University of California, 1958. 74”. Pp. 94. 50c. 

[This is one of a series of pamphlets designed to give a readable digest of the results of recent 
work on matters of current interest. The author gives a lucid description of the technological 
principles involved and discusses the implications for labour, management and the economy 
generally. ] 

Sap (M.). The New Role of the Soviets in the World Economy. A supplementary 
paper of the Committee for Economic Development. New York: Committee for Economic 
Development, 1958. 9”. Pp. 56. 50c. 

[This is a survey of the “‘ economic offensive ” carried out by the Soviet bloc in recent years 
in under-developed countries.] 


TaEuBER (C.) and Taruser (I. B.). The Changing Population of the United States. 
A volume in the Census Monograph Series. New York: John Wiley for the Social 
Science Research Council and the Bureau of the Census of the U.S. Department of Com- 
merce (London: Chapman & Hall), 1958. 9}. Pp. 357. 62s. 

[This is one of a series of monographs based on Census material. It brings together and dis- 
cusses data on changes that have taken place over time in the size and characteristics of the popula- 
tion of the United States. Aspects dealt with include geographical distribution, education, 
migration, marital status, fertility, mortality, income and participation in economic activity.] 


Tracer (F. N.). Building a Welfare State in Burma, 1948-1956. New York: 
Institute of Pacific Relations (333 Sixth Avenue, New York 14), 1958. 84. Pp. ix + 
118. $4.00. 

[This provides a well-documented general survey of economic problems and policies in Burma 
during the first eight years of independence. The author was formerly Director of the Point Four 
programme in Burma.] 


Vernon (R.). Trade Policy in Crisis. Essays in International Finance, No. 29. 
Princeton, New Jersey: International Finance Section, Princeton University, 1958. 9”. 
24. 


[In this pamphlet the author argues that the growth of protectionist sentiments in the United 
States, together with an increase in the amount of initiative displayed by European countries, has 
deprived the United States of the leadership in the sphere of international trade policy that she en- 
joyed in the period after the War. He suggests various ways in which it might be feasible for the 
United States to move to a more active and imaginative policy of international economic unification. } 
No. 271.—VOL. LXvil. uu 
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VinER (J.). The Long View and the Short. Studies in economic theory and Policy, 
Glencoe, Illinois: The Free Press, 1958. 84”. . vi + 462. $7.50. 


[To be reviewed.] 


Witcock (R. C.) and Soper (I.). Small City Job Markets. The labor mari 
behavior of firms and workers. Urbana, Illinois: Institute of Labor and Industry 
Relations, University of Illinois, 1958. 93”. Pp. 170. $3.50. 


[This contains two case-studies of labour-market behaviour in small American towns, }; 
deals with questions of mobility, job choice, the supply of labour to the individual firm and s0 gp, 
The situation found in the two areas under study is compared with that shown in earlier empiricy 
studies of labour markets in larger towns. An important theme of the study is the role of wome 
and others on the fringe of the labour force.] 


Wotr (W. B.). Wage Incentives as a Managerial Tool. New York: Columbi 
University Press (London: Oxford University Press), 1957. 83”. Pp. 143. 28s. 


[This book claims that previous literature dealing with incentive methods of payment, by ix 
concentration on specific techniques and practices, ‘‘ has lost sight of the general problem and ha 
failed to induce formulation of the major concepts necessary for a proper perspective on the sub. 
ject.” It therefore aims to supply the deficiency. It includes a short description of some of the 
wage-incentive systems and examines their impact on costs as observed in a number of case studies, 
No attempt is made in this connection “to calculate the impact . . . in dollars and cents” 
Rather, the writer “‘ has observed their operation and proceeded, on the basis of logical reasoning 
to infer their impact.’ His conclusions are “‘ that wage incentives as a determining force releae 
tendencies toward increased earnings, improved production control, increased intensity of work, 
grievances over standards of output, grievances over changes in job conditions, slowdowns, ceili 
on output, falsification of production reports, decreased effectiveness of lower level supervision, 
resistance to change, and friction between and within work groups.” He offers certain “ p 
and caveats to guide practitioners in the use of wage incentives.”’ His final advice is that “ the best 
approach to the problem of wk.ther or not to use wage incentives is to begin with the assumption 
that they are not needed and then carefully examine the pros and cons of their use.”’ His final 
conclusion is that “‘ wage incentives are often credited with results that properly belong elsewhere.”) 


Wo.man (W.). The Development of Manufacturing Industry in the State of Washing. 
ton. Pullman, Washington: Bureau of Economic and Business Research, State College of 
Washington, 1958. 93”. Pp. 208. $4.00. 


[This is an interesting essay in the field of regional economic growth. Part of the authors 
purpose is to present a factual record of the growth of individual manufacturing industries in 
the area, but much of this material is consigned to an appendix, and the main text is cast in a clear 
logical framework. ‘The structure and rate of growth and productivity of manufacturing industry 
in Washington are compared with those in the United States as a whole, and an analysis is given of 
the locational factors contributing to the differences found. ] 


ZIMMERMANN (E. W.). Conservation in the Production of Petroleum. A study in 
industrial control. New Haven: Yale University Press, 1957 (London: Oxford Uni- 
versity Press, 1958). 94”. Pp. xxii+417. 48s. 


[The procedure by which production in the United States oil industry is controlled ostensibly in 
the interests of conservation has often attracted criticism as being in reality no more than a mono 
polistic restriction of output designed to keep prices up. In this monograph the author discusses 
the problems and history of conservation in the industry and evaluates the policy currently pursued. 
His conclusion is a very favourable one. He believes that the charge of monopolistic restriction is 
unjust and that a policy like the one adopted is essential, first, in order to prevent waste, and 
secondly, in order to ensure equity between producers in face of the well-known problems caused 
by the free movement of oil underground between neighbouring properties. While denying that 
the system amounts to a price-fixing scheme, the author seems implicitly to yield some ground to 
this contention in his frequent insistence on the importance of preventing prices from falling unduly 
ow. ] 


French 


Morazé (C.). Les Bourgeois Conquérants. Paris: Armand Colin, 1957. 9}". 
Pp. xi + 491. 

[This is a panoramic picture of the social and economic history of the world in the nineteenth 
century. The author sums up thus: “science et progrés ont pour cent cinquante ans choisi le 
bourgeois d’Europe. Science et progrés choisissent qui les sert mieux.”” The book is sumptuously 
produced with many illustrations. } 
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Morice (J.). La demande de l’automobile en France. Paris: Armand Colin, 1957. 
y’, Pp.xv+218. Ffrs. 1800. 


is is a statistical study in two parts of the demand for private motor cars in France. The 
frst consists of a time-series analysis of additions to the car stock for the period 1921-31, and of the 
total demand (including replacements) for the period 1931-38. The second and larger part of the 
hook is a cross-section study of both the stock of cars and its growth in the pre-war decade by 

ements. The book concludes with a conditional forecast up to 1970. ‘The statistical data 
ysed in the various calculations are fully reproduced in an appendix.] 
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von Arnim (V.). Die Welttabakwirtschaft. Kiel: Institut fuer Weltwirtschaft, 
1958. 9”. 73. DM. 10. 

{A largely statistical review of world production, trade and consumption of tobacco and its 
products. J 


& 


Bent (M.). Der Obst-, Gemuese- und Gartenbau im Nordosten der Vereinigten 
Staten von Amerika unter der Konkurrenz subtropischer Landesteile. Kiel: Institut fuer 
Weltwirtschaft, 1958. 9’. Pp. ix + 173, with a separate volume of tables. DM. 30. 


[A detailed study of the fruit- and vegetable-growing industry in the North-Eastern parts of the 
United States and its development since the turn of the century. Special attention is paid to the 
increasing competition of produce from the southern states, which have the advantage of a favour- 
able climate. As Dr. Biehl shows, however, the Northern producers have been able to hold their 
own by a continuous improvement of methods and a shift to products of higher quality; this process 
has been materially helped by the steady increase in demand. ]} 
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Bousrept (O.) and Ranz (H.). Regionale Struktur- und Wirtschaftsforschung. 
Bremen: W. Dorn Verlag, 1957. 10”. Pp. 218. 


[Social or economic geography rather than economics is the province of this book, which is 
chiefly concerned with the technical aspects of regional research. The first half deals with the 
problems of selecting regions and collecting regional statistics; the second part is devoted to eco- 
nomic research on a regional basis, and deals with various descriptive rather than analytical devices 
such as regional accounts and input-output models of interregional trade. The discussion of all 
these largely methodological matters is enlivened by a great number of examples of applications in 
various countries. ] 
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Koziotexk (H.). Probleme der Wirtschaftsentwicklung der Deutschen Demokratischen 
Republik in der Zeit von 1950-1955. Kiel: Institut fuer Weltwirtschaft, 1957. 9”. 
Pp. 22. DM. 1.50. 


{A brief lecture on economic conditions in Eastern Germany which mainly consists of a 
numerical comparison of its post-war achievements with that of the Federal Republic.] 


Verr (Q.). Changes in Monetary Policy and Their Consequences. Frankfurt: 
Fritz Knapp (Berliner Strasse 44), 1957. 84”. Pp. 215. 18s. 


[This provides a well-informed survey of certain aspects of monetary policy in Germany, the 
the United States and Great Britain in recent years. Part I describes changes in economic structure 
thathave taken place since the classical era of monetary policy—changes that have generally tended 
to lessen the efficacy of monetary policy, notably the increase in the public sector of the economy 
and the reduction in borrowers’ sensitivity to interest changes. Part II gives a comparative survey 
of the techniques of monetary control that have recently been used in various countries. Part III 
isconcerned with special aspects of the German banking situation. One of the themes running 
through the book is that although interest-rate changes have lost much of their influence on 
borrowers’ willingness to borrow, the rate of interest retains great importance in its effect on the 
price and availability of liquidity to banks and hence on their lending policy.] 
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Weise (H.). Der Deutsche Weinbau im europaeischen Markt. Kiel: Institut fuer 
Weltwirtschaft, 1958, 9”. Pp. 71. DM. 10. 

[A monograph on the present conditions of the German wine-growing industry, with special 
me} to the current restrictions on wine imports and the implications of the European common 
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Swiss 


Eisner (G.). Kaufkraftuebertragungen durch Oeffentliche Finanzen. Winterthy. 
P. G. Keller, 1956. 83”. Pp. xvi + 128. 

[This is a doctoral thesis on the redistributive effects of financial public policy. The author ha 
devised five different measures of overall redistibution, and these are applied to various published 
estimates of the redistribution achieved in the United States, the United Kingdom and Denmark 
The book also contains an extensive section on definitions and concepts and a short discussion of the 

ustifications put forward for redistributive policies.] 


von GersporFF (R.). Masznahmen zur Foerderung der Privaten Kapitalbildung 
im Portugiesischen Reich. Zurich: Polygraphischer, 1958. 9”. Pp. 265. Sfr. 12.45, 

[The apparent object of this book is to discuss the problems of capital formation in unde. 
developed countries, with special reference to Portuguese conditions; but in the execution of this 
scheme the analysis is virtually effaced by the example. As a handbook about Portugal, however 
this dissertation contains much useful (and often diverting) information, and there is little doubt 
that the author is thoroughly familiar with his subject.] 


Grisarp (G. E.). Der Britische Kohlenbergbau. Zurich: Polygraphischer, 1957, 
9”. Pp. 131. Sfr. 12.45. 

[This monograph on the British coal industry is mainly concerned with its historical develop. 
ment and the conditions that finally led to its nationalisation. Although the main emphasis is on 
economic factors, technical and institutional matters receive a good deal of attention throughout 
the book.] 


KELLENBERGER (E.). Die Steuern und ihre Reform. Bern: Staempfli, 1957, 9}”, 
Pp. 396. Sfr. 34.20. 

[This is the second volume of a series devoted to “‘ Errors and mistakes in economics ” by the 
same author. The present book combines an extended but lively discussion of the existing structure 
of taxation, with chief references to Swiss conditions, with a spirited argument in favour of an 
alternative system: the net additional income generated by government expenditure should be 
ee to its ultimate recipients and fully taxed away or, as Professor Kellenberger insists, “‘ returned 
to the State.’’] 


Dutch 


Logs (G. F.). Industrialization and Balanced Growth, with special reference to 
Brazil. Groningen: Wolters, 1957. 9’. Pp. viii + 159. D.fi. 11.90. 


[To be reviewed.] 
Danish 


HorrMeyer (E.). Dollar Shortage and the Structure of U.S. Foreign Trade. Copen- 
hagen: Ejnar Munksgaard; Amsterdam: North-Holland Publishing Company, 1958. 
10”. Pp. 232. 

[To be reviewed.] 


Greek 


Zotoras (X.). Monetary Stability and Economic Development. Athens: Bank of 
Greece, 1958. 94”. Pp. 33. 

[The author is Governor of the Bank of Greece. In this able address he surveys the ways i 
which fiscal policy, credit policy and other instruments of planning may be best used in the Greek 
economy at the present time in order to reconcile the two objectives of monetary stability and 
economic development. ] 


Tsrael 


Barxay (R. M.). The Public Sector Accounts of Israel, 1948/49-1954/55. In two 
volumes. Vol. I: pp. xiv +155; Vol. II: pp. 362. Jerusalem: Falk Project fo 
Economic Research and Central Bureau of Statistics, 1957. 124”. 


[This contains elaborate consolidated accounts of the expenditure and receipts of public-sector 
agencies in Israel, together with full explanation of sources and methods. ] 











e to 


#8 


Bas 


zz 











1958] RECENT PERIODICALS AND NEW BOOKS 661 


Crrron (Z.) and Kesster (A.). Investments in Manufacturing Made Through the 
jovestment Center. Jerusalem: Falk Project for Economic Research in Israel (24 Hillel 
Greet), 1958. 123”. Pp. 69. 

[This is a statistical analysis of investment in manufacturing firms approved by the Government 
Investment Center. The status of Approved Enterprise carries with it privileged treatment in 
grious matters of taxation, allocation of scarce materials and foreign exchange, etc. The approved 
vestments are analysed with respect to size and type of firm, nature of product, employment 
grated and gestation period.] 


Japanese 


YaMANAKA (T.) and Kosayasnt (Y.). The History and Structure of Japan’s Small 
wd Medium Industries, with two specific surveys. Tokyo: Science Council of Japan, 
1957. 84’. Pp. 89. 

[Although Japan is a highly industrialised country with many large-scale factories, the small- 
medium industries have persisted to a remarkable extent. This is another, and by no means the 
test, of a number of recent studies on this subject. (Cf. The Smaller Industry in Japan: noted in 
this JouRNAL, March 1958.) There is an assessment of the extent of small business in Japan com- 

with Britain and the United States, a brief historical survey and a short study of the metal-toy 
wd auto-parts industries. ] 


Egyptian 


Raj (K. N.). Employment Aspects of Planning in Under-developed Economies. 
National Bank of Egypt Fiftieth Anniversary Commemoration Lectures. Cairo: National 
Bank of Egypt, 1957. 93”. Pp. 48. 


[In these three closely reasoned lectures Professor Raj considers some of the problems raised by 
wemployment in framing development plans for countries such as India. He begins by pointing 
out that by no means all the unemployment in such countries is of the disguised variety characterised 
by low or zero marginal productivity. There is much open unemployment where traditional 
forms of agrarian organisation have been disrupted and handicraft industries have been destroyed 
by competition. Whether the unemployment is mainly open or mainly disguised depends largely 
m conditions on land tenure, as may be seen by comparing the disguised unemployment of parts of 
nerthern India with the more open unemployment in south and central India. The two types of 
wemployment pose distinctly different problems for the planner. This point is further developed 
inthe second lecture, where the author considers the extent to which the existence of unemployment 
may be taken to imply a potential slack out of which investment may be financed. Professor Raj 
considers that there is only a limited amount of truth in the commonly held view that men can be 
put to work on investment without any extra real cost because they can go on being supported by 
their families. For one thing, this does not apply to those suffering from open unemployment. 
(There seems to be a certain gap in the argument at this stage in that it is not explained how these 
people subsist as things are.) Hence the most promising sources of finance for investment are 
reduced consumption by property owners and the increase in output that accrues from the invest- 
ment that is done. On the other hand, the pressure to concentrate for this reason on quick- 
yidding investment may conflict with other considerations affecting the most desirable direction 
for investment to take. Rapid technological advance in consumption industries helps create 
employment only in so far as the surplus thereby generated facilitates investment. For various 
reasons this may not happen. Moreover, there is a marked tendency for the further progress which 
itdoes stimulate to take place within a narrow enclave, thus enlarging the gap between the stage of 
itvelopment of different sectors in the economy, much as the gap between industrial and backward 
countries has been enlarged in the international sphere. For these reasons a case exists for con- 
cntrating most investment initially on social overhead capital and spreading what capital is 
mailable for consumption industries thinly and without attempting to revolutionise existing methods 


of production. ] 


Official 
Barris 
INTERDEPARTMENTAL COMMITTEE ON SOCIAL AND Economic REsEARCH. Guides to 


Official Sources: No. 4: Agricultural and Food Statistics. London: H.M. Stationery 
Office, 1958. 93”. Pp. 71. 4s. 6d. 


[The longest section in this handbook consists of a tabulated and cross-referenced classification 
ithe principal official data currently available in this field. This is preceded by lists of the sources 
they appear and an enumeration of the series.] 
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AMERICAN 


East-West Trade Developments 1956-1957. Tenth Report to Congress under the 
Mutual Defense Assistance Control Act of 1951. Washington, D.C.: U.S. Governmen; 
Printing Office, 1958. 9’. Pp. 62. 


[This gives a factual survey of the course of East-West trade, of the economic activities of the 
Soviet bloc in under-developed countries and of recent changes in the China Trade control pro- 
gramme. An appendix gives in detail the regulations in force in a number of countries governing 
trade with the Soviet bloc.] 


INTERNATIONAL 


BANK FOR INTERNATIONAL SETTLEMENTS. Twenty-eighth Annual Report. Basle: 
Bank for International Settlements, 1958. 114”. Pp. 228. ' 


[In addition to the usual useful survey of monetary and other developments during the year, 
this report contains an analysis of the flow of savings and of capital-market transactions in various 
western European countries and in the United States.] 


INTERNATIONAL Lasour OrrFice. Social Security. A workers’ education manual, 
Geneva: International Labour Office, 1958. 93”. Pp. 132. 4s. 6d. 


[This manual provides a useful survey of the problems involved in schemes of social security and 
how they are tackled in different countries. The broader economic questions of the proper scope 
and functions of social security and its relation to national finances as a whole are not very fully 
dealt with, but much of the material included has a bearing on them.] 


INTERNATIONAL MoneTARY Funp. Summary Proceedings of the Twelfth Annual 
Meeting of the Board of Governors, September 1957. Washington, D.C.: International 
Monetary Fund, 1958. 93”. Pp. ix + 169. 


[This contains the speech made by the Managing Director of the Fund, Per Jacobsson, in pre- 
senting its Twelfth Annual Report, together with statements by the Governors for various countries, 
Mr. Jacobsson in his speech describes the circumstances that led to a considerable increase in the 
year ending September 1957 in the use made of the Fund’s resources. The assistance granted by 
the Fund fell into four main classes: that arising from emergency needs, notably in connection with 
the Suez crisis; that granted to countries whose balances of payments on current account were 
imperilled by ambitious development plans; temporary assistance to cover seasonal disequilibria; 
and assistance to certain Latin American countries designed to help them to put their external 
currency arrangements on a simpler and more stable basis. Mr. Jacobsson expresses his satisfaction 
that ‘‘ a majority of countries are now succeeding in making monetary and fiscal policy the principal 
means of dealing with their payments problems.’’] 


Unitep Nations. Demographic Yearbook 1957. New York: United Nations, 1958 
113”. Pp. viii + 656. $6.50. 


[The greater part of this year’s issue consists of data on mortality. Briefer tables are also in 
cluded on population size, births, marriages and migration. An introductory chapter surveys the 
form and causes of the current decline in mortality.] 


Unrrep Nations. Economic Survey of Asia and the Far East, 1957. Bangkok: 
United Nations, 1958. 11”. Pp. 261. 18s. 


[After a brief introductory section on the position in the ECAFE region in 1957, the greater part 
of this report is taken up with a more general survey of the problems of development as they have 
affected differently situated countries in the region since the War. Separate chapters deal with 
Japan, India, China, countries dependent on the export of primary commodities, war-ravaged 
countries and land-locked countries. ] 


Unrrep Nations. Economic Survey of Latin America in 1956. Prepared by the 
secretariat of the Economic Commission for Latin America. New York: United Nations, 
1957, 117. Bo. 38S. 18s. 


[The first two parts consist of a survey of trends in the region in 1956, with separate treatment 
of the growth of production in the main sectors. The third part contains two special studies: the 
first on the effects of industrialisation on import structures and external vulnerability in the region 
generally and in its several countries, the second on productivity of land and labour in Latin 
American agriculture. ]} 
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UnrreD Nations. Energy in Latin America. A study prepared by the secretariat o 
the Economic Commission for Latin America. Geneva: United Nations, 1957. 11”. 
Pp. 268. 18s. 


is contains a survey of consumption of energy in Latin America in total, in different forms 
and in different sectors, based on specially collected data running from 1925; an analysis of the 

resources of the region, of efficiency in the use of energy in it and of the financial aspects of 

production; and projections of supply and demand prospects in 1965. This last section 
includes estimates of the amount of investment required for expanding energy production, viewed 
inrelation to total capital formation and the foreign-exchange position.] 


Unrrep Nations. Statistical Yearbook 1957. New York: United Nations, 1958. 
ly’. Pp. 674. 46s. 


[This follows the same lines as previous issues. It has been improved and enlarged in various 
ways. Improved co-operation from Eastern European authorities has made it possible for the first 
time to give reasonable coverage of all European countries, with the exception of Albania.] 


Unrrep Nations. Water for Industrial Use. New York: United Nations, 1958. 
ll”. Pp. 44. 35. 6d. 


[This report was prepared by the United Nations Bureau of Economic Affairs’with the help of an 
outside consultant. It surveys the relationship between water supply and industrial development 
and outlines the tasks that need to be set about at national and international levels in order to 
procure the best use of water resources. ] 


Unrrep Nations ComMIssiION ON INTERNATIONAL CommopiTy TRADE. Commodity 
Survey, 1957. New York: United Nations, 1958. 11”. Pp. 218. 18s. 


[This report is made up of two parts: an analysis of developments in commodity markets during 
the year, and a background study dealing with changes in the course of production and trade in 
primary commodities during the first post-war decade. ] 


Unrrep Nations Foop AND AGRICULTURE ORGANISATION. Mediterranean Develop- 
ment Project, Interim Report on Mediterranean Forestry Programs in Relation to Agri- 
cultural Rehabilitation and General Development. Rome: F.A.O., 1957. 13”. In 
five parts with country reports. Copies obtainable from the Director-General, F.A.O. 


[This substantial report is the work of a team that was headed by Dr. Thomas Balogh. In 
addition to a great deal of detailed material on forestry and agriculture, it includes interesting 
general sections on the problems of development in the Mediterranean region. Stress is here laid 
on the importance of securing an adequate expansion of demand. A noteworthy suggestion made 
is that in the circumstances prevailing in Mediterranean countries, a case exists for deliberately 
pursuing a policy of temporarily unbalanced development in order to stimulate the response towards 
the establishment of a new balance at a higher level. Public works are suggested as the spearhead 
of change, both because of their capacity to create employment and demand and because of the 
need for social overhead capital.] 


Unrrep Nations Foop AND AGRICULTURE ORGANISATION. Sea-fish Marketing in the 
Federal Republic of Germany. Rome: F.A.O., 1957. 9”. Pp. 143. 7s. 6d. 


[This describes the structure of the Geman fishing industry, the wholesale and retail institutions 
through which fish is marketed, and the factors affecting the demand for fish.] 


Untrep Nations Foop AND AGRICULTURE ORGANISATION. Yearbook of Food and 
eee Statistics: Production. Rome: F.A.O., 1958. 11”. Pp. xi + 452. 
s. 6d. 


[This contains data on crop and livestock production, on agricultural inputs and on prices, 
Figures are given for 1954, 1955 and 1956 and for the average of the years 1948-52.] 
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